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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13673 


TORONTO. ONTARIO (Hume ) 
1 
2 Ottawa, Ontario, 
Wednesday, 
3 June 8, 1960. 
4 
---On commencing at 10.00 a.m. 

a 
6 

THE CHAIRMAN: Order, please. Mr. Hume? 
7 

MR. HUME: Thank you, Mr. Chairman. 
8 
9 WILLIAM HUGHES, continued 
10 
" CROSS-EXAMINATION BY MR, HUME; 
12 Q. Mr. Hughes, I have about six points 
13 that I would just like to discuss with you somewhat 
14 briefly, and as I see my learned friend Mr. Frawley 
15 isn't here -- he left early last night and he is 
16 probably over in the Court Room of the Board of 
7 Transport Commissioners -- I will hold the fort until 

he gets. here. 

18 F 
19 I wonder if you would be good enough, Mr. 
20 Hughes, to turn to Part I, page 24, where you develop 
1 your submission that British Columbia is dependent upon 
22 mail. I only have a few points I would like to ask 
3 you about. First of all, did you in your preparation 
24 of this brief make any comparative study as to the growt 


25 of. rail-truck competition in and out of British Columbia 


say, since the date of the Turgeon Royal Commission 


26 
27 about ten years ago? 
28 A. The position in British Columbia is 


29 very hard to get at. I studied the truck registra- 


30 tions in British Columbia, but there is no breakdown 
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before the 1956 study by the DBS, and it is very scanty 
indeed, I can't get the trend except in truck regis- 
trations, But I have had a look at the Canadian 
position in the Lessard Report; we get quite a lot 
there, 

Q. Would your investigations indicate that 
there is an important growth in the movement of freight 
by truck in and out of British Columbia and intra- 
British Columbia during the period to which you have 
just referred? 

A. yes. I think trucking competition is 
coming to British Columbia, but it depends very largely 
on the state of the roads we get, and road building is 
very expensive, especially to get into the small com- 
munities, and the only development we have is in the 
south and in the lower mainland region,and our natural 
links are in iorth-south direction and there is a great 
deal of trucking down to Seattle and down to Portland. 
There is not much goes beyond that, and these are the 
trading links that the railway doesn't serve as well 
as the truck does, There may be a little in the 
Okanagan Valley, but I am not too sure about that. 

Q. First of all, may I ask you: ten years 
ago, when your province made its submission to the 
Turgeon Commission were you involved in that submission 
at that time? 

A. No. 

Q. I can recall that one of the problems in 


British Columbia at that time was that there was a ban 
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on trucking through the parks and the trucks moving 
from the prairies had to go via the United States. Now, 
that isn't the case now, I understand; there is a road 
link between the prairies and British Columbia? 

A. yes. Whether it is used in winter I 
can't say, with snow, ice, and so on, 

Q. In your submission on this page 24, 
second column, you refer to the fact that there are no 
reciprocal licensing ervatizestonke bobweens British Colum- 


bia and the several states or provinces, Have you any 


reason for the lack of these reciprocal arrangements? 

A. I am not too sure of the cause of it at 
all, but one of the reasons, I think, is that we are not 
a bridge province, A bridge province in a reciprocity 
arrangement gets a great deal of benefit from the trucks 
going back and forth, With the province at the end 
of the line, there is not so much benefit from reci- 
procity. 

Q. Now, Mr. Hughes, if you haven't studied 
this or you don't know about this, just indicate and I 
will go on to something else, but instructions are 
that this is one of the reasons that a great many of 
the transcontinental trucking firms are based in Alberta, 
because Alberta has been very aggressive in finding 
reciprocal arrangements. Would you know anything about 
that? 

A. One of the reasons for Alberta's aggres- 
siveness in the growth of trucking in Alberta is 


because they have no trucking regulation as we know it 
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in British Columbia, There is a very limited entry 
control and rate control, and I wouldn't put it all 
down to reciprocity at all. I think it may be a factor 
but there are many other factors in Alberta besides, 

Q. I understand there is a considerable 


amount of transfer freight that is taken to Alberta 


because of reciprocity arrangements? 


A. I wouldn't know about that, no, 

Q. Would you look at your Table XIII-A? 
This was the interleaf that you filed, opposite page 24, 
in which you set out the annual licences paid by British 
Columbia on trucks, and you show there a total of 
$7,405. I want to ask you one point about that, 
This federal use tax, $90, what is that? Is that 
federal use tax or a Canadian use tax? , What federal 
government are you referring to there? 

A. This is the federal government tax in 
the United States, 

Q. It is an American tax? 

A. Yes. 

Q. And you show there a truck operating, say, 
between Vancouver and Toronto, will pay the various fees 
in British Columbia, Washington, Idaho, I would 
suggest to you that if British Columbia had been aggressive 
and made these reciprocal arrangements, this Table XIII-A 
would show a considerably less cost to move the vehicle 
in a year? 

A. That is true, of course; but there may be 


i 
a great deal of licence. fees for British Columbia because 
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1 
P it is a terminal province, 
4 Q. But British Columbia not being a bridge 
4 province isn't required by its geography to make many 
5 similar concessions to other provinces, After all, I 
P think you will agree there are not many Minnesota 
7 trucks travelling through British Columbia, What 
3 would be the loss to British Columbia? 
9 A. Any bridge province gets all the trucks 


10 going right across all the time, and if the trucks have 
11 reciprocity there they get a great deal of benefit and 
12 the state gets a lot of revenue from it, md trucks 

13 coming into British Columbia under reciprocity --- 

14 Q. I don't want to interrupt you, but 


Z 


15 reciprocity is a two-way street, and if British Columbia 


16 gives reciprocity, say, to North Dakota it may help 

17 British Columbia a great deal more than North Dakota, 
18 because there are not many North Dakota trucks travel- 
19 ling to, say, Alaska? 

20 A. yes, 


21 Q. Between Vancouver and Toronto you have 


at the present time three main operators: Gill, intra- 
provincial lines, D.S,. Scott and Torvan, Are these 
names familiar to you? 

A. These names are familiar. I believe 
there are other operators, too, 

Q. And they either operate by a piggyback 
or they move through the United States, as you indicate 
in your Table XIII? 


A. Yes, 
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Q. And do you have a system where the tracto 
pulls the trailer to about halfway and then meets the 
trailer load coming from Toronto and the tractor 
going back? 

A. No, they don't actually do that, Be- 
cause there is reciprocity they just carry the trailer 
through and have the tractor licensed in each state, 


Q. May I make this suggestion also, that 


there might be more interprovincial trucking between 
Vancouver and central Canada were it not for the fact 
that British Columbia enjoys certain competitive rates 
and agreed charges which mitigates against truck com- 
petition, Would you agree with that? 

| A. yes. 

Q. My next point is to ask you if you would 
be good enough in Part I to look at page 31 where 
you develop the -- page 31, the penultimate paragraph, 
the last sentence: 

"However, 'normal' traffic which 

takes the full amount of any increase 

is concentrated in the west." 

By "normal" traffic do you mean traffic moving at 
class and commodity rates? 

A, Yes, non-competitive, 

Q. By "concentrated", you indicate, I 
think, at page 35 in your brief that 20.5 per cent of 
your traffic goes to central Canada and 79.5 goes to 
the prairies? 


A. yes. 
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Q. How much of the 79.5 per cent -- let's sa 


80 per cent -- of that traffic going into the central 
and prairie provinces of Canada is normal t raffic? 

A. I don't know until -- I will have to have 
a look at that and let you know, I don't know offhand, 

Q. Could the figures given to the Standing 
Committee on Railways, Canals and Telegraph Lines on 
April 14th by Mr. L. J. Knowles seem to be reasonably 
correct, when Mr, Knowles, in answering a question, 
pointed out that 56.7 per cent is located in what he 
called the western region. Would that be a reasonable 
amount of this 79 per cent? 

A. I couldn't really say, Mr. Hume, 

Q. By the word "concentrated" in the west 
you mean the figures Mr. Knowles has indicated here? 

A. yes. Well, the west is a big place. 

Q. Is your belief that more of this normal 
traffic is concentrated in British Columbia than in 
other parts of the west? 

A. I think if you look at table XVI, there 
are some comparative figures there, and you see that our 
normal traffic -- if you take the percentages of the 
traffic there, I think -- it is subject to checking -- 
that we in British Columbia have normal traffic of 67.4 
per cent --- 

Q. Are these percentages that you have 
developed? 

ne **7Os. Other traffic is 32.6 per cent, 


making 100 per cent. 
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Q. Now, Mr. Hughes, my third point comes 
up with respect to your comment on page 39 under the 
heading "Effects of unremunerative services", It is 
a very small point, but I am afraid I don't quite 
understand, I don't think, what you are saying. It 
seems to me that the comments on this page and in the 
second column about halfway down the paragraph where 
you say: 

"The raising of rates above costs 
encourages, say, trucking whose costs 

may be higher than rail but whose rates 

are lower. Thus a misallocation of re- 

sources occurs -- traffic is hauled by 

the high cost medium and Canadians as 

a whole are not economizing in their 

use of transportation." 

I understand that, sir, but it seems to me that here 
and elsewhere in your submission you place a complete 
emphasis on cost, and I was wondering whether or not I 
am misunderstanding you, whether that cost emphasis 
that you have takes into consideration service factors 
where service is sometimes considered to be as im- 
portant as costs? 

A. yes, this statement here, all other 
things being equal. and I realize service factors are 
as important as costs, and I realize it doesn't 
necessarily mean that a trucker will be out of business 
if the rail rates are less because of all these service 


factors,that the shipper is using the truck because of 
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lower costs, 

Q. I think you indicated to Mr. Mauro 
yesterday that there are very few circumstances in 
which, all other things being equal -- and I am wonder- 
ing whether or not I am misunderstanding your reference 
to the misallocation of resources, If a shipper de- 
cides, for one reason or another, he is not as con- 
cerned with cost as he is, for example, with maybe an 
overnight service where an alternative means of 
transport is physically not able to provide that ser- 
vice, is that a misallocation of resources? 

A. No, that is not a misallocation of re- 
sources, because the shipper himself is minimizing 
his total costs, and I am saying that the transpor- 
‘tation agency should -also do that and we will have to 


provide allocation of resources, 


(Page 13687 follows) 
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Q. May I just then recapitulate so that I 


understand it, that throughout this brief where you 

are referring to cost and mis-allocation of resources, 
that this takes into consideration a situation where 
cost is not even perhaps an element at all where a man 
has a production system under which he has to have a 
service that, say for example, only a truck can give him 
where he uses his own truck or somebody else's, that this 
is then not a misallocation of resources, for service 

is as important as the actual cost? 

A. That is true. Of course, in service 
that is a cost factor to the shipper. Because he 
wants to get his goods somewhere in a hurry, he may 
use trucks or he may use air transport, but there is 
always a cost reason behind it. He wants to minimize 
his cost. 

I say that we in the transportation agencies 
should also minimize our.costs and then the trucker, 
the shipper, should I say, is using the form of 
transportation which is least costly in overall terms 
including the service factors. 

Q. Thank you, sir. I understand that. 

Now, this is a very small point, but I read at the 
last sentence on page 39 and over to page 40 where 
you say, 

"But also for the remaining captive traffic 

"For which competition in transport facilities 

"will probably never come." 


That rather surprises me, Mr. Hughes. Are you suggestin 
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that, looking into the future, there is any traffic for 
which competition might never come? 

A. Yes, I can think of some kinds of lumber 
in some places, I can think of minerals, mineral 


traffic, and I cannot see that competition will come 


in some areas. 

Now, there are very small spots, I will 
admit, as you look into the future, and none of us can 
say what is going to happen, but as you look at things 
now I can see that there will be some traffic that is 
pretty well always captive. 

Q. Now, Mr. Hughes, this is not strictly 
speaking my business and I am just curious. Would 
you look at page 54. In answer to your discussion with 
Mr. Cooper which occurs at page 13494 and 5 of the 
transcript, Volume 76, you were discussing your fourth 
recommendation at the bottom of page 54 that the 
inequities suffered by other shippers as a result of the 
statutory rates be adjusted from subsidies received by 
the railways. 

MR. BRAZIER: What was that page again, Mr. 
Hume? I haven't got it. 

MR. HUME: 134904,and Mr. Cooper was ques- 
tioning Mr. Hughes as to whether or not, whatever 
subsidy is paid, as to what happens to it, and Mr. 
Hughes was giving evidence with respect to the use of 
that proposed subsidy. 

Q. I think the tenor of your evidence, Mr. 


Hughes is, and this is on page 13496, that whatever is 
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to be paid with respect to this matter will go for the 
entire benefit of the shippers -- I presume will be 
sometimes to the benefit of those shippers who are paying 
what you call normal rates or class of commodity rates. 

A. The shippers that have had the percentage 
increases, such a great percentage increase in recent 
years, have been paying the burden for the statutory 
grain and other unremunerative service, yes. 

Q. Just so that I understand the position 
of this brief, I presume you are not giving your own 
views but the province's views, and am I correct in 
assuming that any moneys paid to the railways who 
compete with my clients will be in your submission, 
should be tied down to benefiting the shippers, and 
that the railways will not get any benefit at all to 
assist their income, their dividend position or any 
requirement they had, any financial requirements they 
had. 

A. The railways will probably get some of 
the subsidy if it is shown that they have a burden as 
well as the shippers, so there would be a splitting of 
any subsidy if there was one on the Crow grain, between 
the shippers and the railways, depending on what 
burden each has borne. 

Q. So that in paragraph 4 on page 54, where 
you ome that "the inequities suffered by other shippers 
as the result of the statutory rates be adjusted from 
subsidies received by the railways” it is your position 


that there would be some allocation of those as between 
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the shippers of normal traffic and the railways, depending 
on where the burden falls,is that the position? 

A. Yes, I do not envisage the payment out 
of subsidy. I am thinking of reduction in tariffs 
as much as anything. 

Q. Now, Mr. Hughes, my next point deals with 
what you develop on pages 59 and 60, and as I read 
that chapter, which is entitled the one and one-third 
rule, I get the impression that you seek there to 
indicate how much better Alberta is off for trucking 
service than British Columbia, to develop your argument 
that Alberta really are not suffering as the result 
of the agreed charge not applying to the one and one- 
third rule, if I interpret your whole chapter correctly. 

A. Yes. 

Q. Is that the tenor of your chapter? 

A. That is one of the points. 

Q. I am rather surprised at the statement 
which appears at page 59 under the heading "Competition 
at Intermediate Points" where in the last sentence of 
this first paragraph you say, 

"In this latter respect, Alberta holds a 

"oreat advantage over British Columbia where 

"rail-truck competition is practically non- 

"existent." 

Then you develop a series of tables, and as I read 
those tables it shows that British Columbia is no 
“worse than fourth in the provinces of Canada. How 


do you reconcile that with your comment that it is 
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practically non-existent? I might just say as an 
addition to my question, that my instructions are 
considerably otherwise, and my recollection of the 
evidence in Vancouver indicates that it is not 
practically non-existent. 

For example, if you look at Table XXVII, 
which is your ton-miles and total mileage, I see that 
British Columbia is fourth in Canada. 

A. Yes, I would say that is an overstatement 
Mr. Hume. 

Q. It is an overstatement. 

A. That it is practically non-existent, yes. 

Q. It perhaps should be amended somewhat 
to indicate that it is -- I am not going to put words 
into your mouth -- but could you indicate what the com- 
petitive picture is? It appears to be fourth in 
Canada, Mr. Hughes, and if you look at Table XXVIII 
where you are showing the average for-hire truck 
population in Canada by province on page 60, I notice 
that in the large vehicles -- and would you agree with 
me, sir, that it is the large vehicles that are most 
competitive with the railways? 

A. Yes, I would agree with that. 

Q. That in large vehicles, B.C. has more 
than Alberta, for example, and in Canada B.C. is 
second. 

Re. Well, there is a reason for the large 
trucks in British Columbia. We have greater weights 


can operate down the West Coast than in other provinces. 
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Q. I don't think I want to labour the 
point. This is in your brief and I think you will 
agree with me now, you have agreed with me, that it 
is an overstatement and that there is, you indicated 
earlier, a growing competition in British Columbia. 

Now, if you would be good enough to turn to 
Part 2, I have one or two points with respect to that. 
Yesterday in discussing the western incentive rate case, 
Mr. Commissioner Mann indicated that it was his under- 
standing and it is mine too, that some of the rates 
were 72 per cent lower than truck rates and that that 
had been held by the Board of Transport Commissioners 
as being no lower than necessary to meet competition. 
You indicate your reasons why, because to compensate 
for maybe service factor. Then you made this state- 
ment, that even at the reduction of 72 per cent, trucks 
are still making the traffic. May I ask whether that 
is based upon any studies you have made, because my 
instructions are somewhat to the contrary and I just 
wondered what your basis is. 


A. I will just find what I said. 


MR. BRAZIER: Will you tell us what page 
that is on? 
MR. HUME: Well, I just got the transcript 


this morning. I think, Mr. Hughes, do you remember --- 
A. What was the statement I made then? 
Q. Mr. Commissioner Mann interjected in 
connection with some questioning by Mr. Mauro dealing 


with the question of your proposed amendment of the 
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section of the Railway Act. Page 13640, Mr. 

Commissioner Mann says, 

"You have heard Mr. Mauro refer to the 

"western incentive case, and the percentage 

"there was given as 50. I recollect that some 

"of these western incentive rates were up to 

"72 per cent below the truck rates and that 

"that was found reasonable by the Board." 

And the answer, 

"Yes, and the trucks are still moving the 

"traffic because the rates were not put 

"lower than necessary to meet the competition. 

"The trucks are still competing and they are 

“sharing the traffic." 

I just wondered, sir, the basis upon which you made 
this statement. 

A. This is what I generally understand from 
the situation as I am talking to traffic people pretty 
well all the time in Vancouver and sometimes here in 
Ottawa, and this is the best of my understanding, that 
truckers are still sharing the traffic. 

Q. Now, sir, if you would be good enough 
to turn to page 24 of Part 2 of your Submission, I 
just want to see if I understand something. The 
interest, I may say, Mr. Hughes, of the Canadian truckin 
industry in this submission of yours is, of course, 
considerable, because of the fact that it proposes 
something new and will be, I think you will agree, 


somewhat of a disturbance of the present rate structure; 
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am I correct? 

A. Yes, it certainly will be. 

Q. And because the railway rate structure 
was historically in existence before the trucks began 
to run, it is, I suppose you will agree as an economist, 
normal that truck rates would be related to the existing 
price structure. 

A. Yes, in fact they use the existing 
Canadian freight classification No. 20. 

Q. Do I correctly understand that this 
proposal which is outlined in paragraph 85 provides 
that the minimum is stated as a long-range average 
out-of-pocket costs? 

A. Yes. 

Q. Do I also correctly interpret this that 
if all traffic -- this is purely hypothetical -- if all 
traffic moved at that minimum for one reason or another, 
that there would be no profit to the carrier at all? 

A. You are quite right, yes. 

Q. Now, my question to you, sir, is: 

Why does your province think it is necessary to set 
this minimum unless you believe that railway management 
are not carrying out the job of trying to maximize their 


earnings, profits? 
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A. I stated yesterday in answering the 


first question, I think it was, and I went on from the 
night before, that there were several suspect areas 
where railway Samakene was not recovering out-of- 
pocket costs, and that is one of the reasons why we 

do not want the burden placed on the so-called captive 
shippers, because the railways may feel it necessary 
in one way or another to reduce rates below the out- 
of-pocket costs, or, maybe, because they do not do 
anything about it they may just have to carry the 
traffic at less than out-of-pocket costs. We want 
to have this in the regulations so that it would no 
longer be legal. 

Q. This would be, as I understand this 
particular aspect of it, in addition to the railway 
management's own duties and responsibilities to the 
shareholders or to the public, as the case may be? 
This would be an additional regulation that would sort 
of police them? 

A. yes, 

Q. Then, if the maximum, which I understand 
is to be set for the captive traffic, is to be a fully 

allocated cost -- is that correct? 
A. Yes, 

Q. --- who decides the fully allocated 
costs? 

A. The railways themselves in the first 
instance would give the figures to the Board of 


Transport Commissioners for approval in the maximum 
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rate schedule which they would file, and I am hoping 
that there will be a cost section at some time in the 
Board of Transport Commissioners, or any other board 
or department, so that these costs can be looked at 
by somebody in the regulatory body, 

Q- But to determine fully allocated costs 
-- I say to you quite frankly, Mr. Hughes, that I am not 
an economist and I may be out of my depth here -- do 
you not have to get rid of subsidies and all payments 
resembling subsidies? Do you not have to do that in 
order to be able to determine fully allocated costs? 

A. No. In the grain study a figure of 
fully allocated cost was given, The effects of 
subsidies, and so on, can be worked out of the figures. 

Q. It can be worked out of the figures? 

A. yes, 

Q. Now, at page 1l, paragraph 38, you 
make this point: 

"To make certain that the low-cost 
resources are employed (which may be 
trucks vs. railways), the community must 
know what the relative costs of the ser- 
vices are," 

And then you make this statement: 

"Obviously, the existence of sub- 
sidies and value of service and value of 
commodity rate making will not indicate 
this." 


In reading those two sentences together it seems to me 
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that you are ae the point that in order to determine 
the fully allocated costs you have to get rid of all 
subsidies? 

A. No, To determine fully allocated costs 
you have to take into account the effect of the sub- 
sidies, You would have to do this in the calculations, 
as was done in the Crow study. 

Q. Then, my second hypothetical case is 
this, if all the traffic moved on the railways as your 
maximum -- that is, if all the traffic was normal 
traffic moving at the maximum -- does the carrier then 
make a standard normal profit? 

MR. BRAZIER: Mr. Chairman and Mr, Hume, Mr. 
Hughes has prepared a rather lengthy statement of this 
very problem about which you are asking in your question, 
Although his memorandum might not be exactly responsive 
to your question, with the Chairman's permission and 
with your permission, Mr. Hume, I think it would be as 
well for him to put it on the record at this stage. 

THE WITNESS: I have not it here right now. 

MR, BRAZIER: I am sorry, I thought Mr,Hughes 
had it with him. He has it in his room, Maybe we can 
have it later. 

MR. HUME: Q. You can introduce it at any 
time you like, but I had hoped to make my point, and I 
wonder whether or not -- I am sure that the memorandum 
will be very useful to the Commission, but I wonder 
whether Mr. Hughes could indicate now in a word whether 


my assumption is correct, namely, that if all the traffic 
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is normal traffic moving at its maximum, as is required 
in your formula, that will envisage a normal profit 

for the carrier? In other words, in determining 
fully allocated costs is the determination based upon 
the fact that all the traffic moves at that rate? 

AS If all the traffic moved at the fully 
allocated cost there would be a normal profit, 

Q. So if some of the traffic moves at below 
that then the carrier is making less than a normal 
profit? 

A. If some of the traffic is carried at less 
than fully allocated costs then you are quite right; 
the railways would not make a normal profit. 

Q. At page 13660 of yesterday's volume you 
make a statement which I interpret as indicating that 
your competitive traffic will always be below its 
maximum, I will read from about line 13 where you 
are talking to Mr. Mauro about the sky being the limit 
with respect to this competitive traffic; you said: 

7 As No, the sky is not the 
limit. The competition is the limit, 
FQ All right, we will go back 

to what the traffic will bear, You 

used those words, 

"A, If the traffic becomes com- 
petitive it is pretty automatic that the 

rate is going to be less than it would be 

if it was captive traffic. ..." 


Would not that be less than your maximum where you have 
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most of your traffic moving in an area where the carrier 
makes less than a normal profit? 

A. I was talking about traffic moving from 
the competitive classes to the captive classes, In 
the United States burden study, in the manufacturing 
and miscellaneous class, which is probably the most 
competitive of all, you will find competitive items 
there that carry two and a half times their fully dis- 
tributed costs. It does not necessarily mean that 
because a traffic is competitive it cannot bear its 
fully allocated cost. It depends largely on the costs 
of the railroad and the costs of the competitor -- 
those will determine the rate at which it will travel, 
and from then on it is above the fully allocated cost, 

Q. I think you will agree with the situation 
here that the normal traffic, or the traffic which will 
be at its maximum is in a shrinking area, and that by 
far the larger per cent is competitive traffic which 
would, therefore, be in that area, Am I misinter- 
preting what you are saying? 

A. The point is that we do not know what 
the fully allocated costs are, I agree with you; 
the traffic is becoming more and more competitive, and 
as competition grows there will not be any need for 
this maximum, If we had no captive traffic at all I 
do not think there would be any need be a maximum, 

Q. May I just ask you, as a layman, a very 
simple question: If this was put into effect the way 


you propose it, what would happen? Would some of the 
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normal traffic come down? Would that be your expec- 
tation? Would the rates on some of the normal traffic 
come down? 

A, Some of them might come down and, on the 
other hand, the maximum rate schedules, as I see it, 
might be actually above the rates at which traffic is 
actually moving today. If you take coal, for example, 
and I always have to speak from the United States 
studies because we do not have any in Canada -- if you 
take the maximum rate schedule on the fully distributed 
cost then the maximum rate schedule would be above 
the present rate, and the same thing would occur for 
wheat in the United States, and it would occur for 
fertilizers, I believe -- quite:a few commodities, 
Lumber is another one, 

MR. SINCLAIR: Did you say wheat in the 
United States? 

THE WITNESS: No, not wheat -- I beg your 
pardon, There is lumber in Appendix A which Mr, 
Frawley introduced, and coal. They are the two big 
items that I can think of where the maximum rate 
schedule would be above the present rate so I do not 
envisage that rates on normal traffic will go down, 

I think there will be a movement the other way, and 
that the maximum rate schedule would be above the 
present rate, 

MR. HUME: Q. So that your lumber to which 
you referred yesterday as having too high a rate as | 


between Vancouver and Toronto -- that would go up? 
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A. Yes, the maximum rate schedule could 
easily go up. 

Q. And, as a matter of fact, it is one of 
the things that the Turgeon Royal Commission worried 
about when they did not see fit to adopt this cost of 
service principle, notwithstanding the remarks of my 
learned friend Mr. Brazier, At page 119 under the 
heading "Conclusions and Recommendations," the report 
says this: 

"The proposal submitted by British 

Columbia has not been shown to be a prac- 

tical one, The amendment is expressed 

in terms which might have a more far- 

reaching effect than appeared to be in 

contemplation by counsel, It might, 
indeed, lead to much higher rates than 

at present being charged on low-valued 

primary commodities," 

That is the thing they were referring to, and you agree 
now that that is one of the things that might happen? 

A. There is nothing different. In that 
respect the present maximum rates are the class rates, 
and the class rates on lumber are much higher than 
fully allocated cost, so there is nothing now to stop 
the rates going right up to the class rates, Our 
proposal would bring, I think, the maximum rate 
schedules down below the present cost schedules as a 
maximum, so Commissioner Turgeon would have less to 


worry about now than he did have then, because now 
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the rates will only be able to go up to the fully 
allocated costs. 

Q. As I understand it, the maximum which 
you envisage would result in those rates going higher 
than the present class rates? 

A. I do not know which will go higher. 

I think the railway is probably maximizing its revenues 
now, and that there is no need to put the rate up, 

but there would be a ceiling, and this ceiling would 

be cost-oriented. 

Q. What do you envisage would happen to the 
rates on captive traffic? Would they go up or down, 
on the average? 

A. It depends very much on the competition, 
If there are any rates below the out-of-pocket costs 
than those rates will go up. 

Q. I was thinking of the captive traffic, 
using your phraseology, as being traffic for which there 
is no reasonable competition? 

A, Yes, 

Q. Would those rates go up or down on the 
average, under your proposal? 

A, That would be impossible to say. 

Q. Would the competitive rates have to move 
in order to compensate ut if you have a rate going down 
on your captive traffic the carrier would earn that 
ok sae somewhere, I am trying to figure out, if I 
can -- and no doubt it is me who is to blame here in 
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to know what is going to happen to the rate structure, 

RSs If rates on competitive traffic are 
below out-of-pocket costs, then those rates will go 
up. 

THE CHAIRMAN: Would you think that sand 
and gravel, for instance, would go up? 

THE WITNESS: You are thinking of it as a 
captive traffic? 

THE CHAIRMAN: yes, 

THE WITNESS: No, I cannot see that any 
captive traffic rates would go up because the railways 
are maximizing their revenues now, All I am asking 
for is a ceiling on the captive traffic rates, I am 
asking that as a ceiling, and not as an actual rate. 

COMMISSIONER GOBEIL: That would be another 
class rate? 

THE WITNESS: Yes, 

MR. HUME: Q. Could I sum it up this 
way; I think I understand what ,ou say now, that if this 
proposal is adopted there will emerge a new set of 
rates, Some of the normal rates will be higher than 
they are now, and some will be lower, and there will be 
a sort of a completely new rate schedule that will bear 
no or little relationship to the present rate schedule? 

A. We have said that this will take piace 
over a long period of time, and I cannot see any chaos, 
or anything like that, occurring. 

Q. With respect to my next point I will ask 


you to turn to page 26 of Part @¢. and as an introductio 


sexi _ ak eee! 
—_ pon a 


ol 


» a 


| peer etet por od menqst oF 
ets oll tex a lel 0 ae 


( §— iftw seven vactis ners ,st¢0D be 
ies 


ry tae 


yee tess ante toy Divow sanitetil aee heh 


7 Re) ays 6y Blvew .sotetant x0 acai 

a | g ag 82 to galdetdy org vot -2eantiw om - ma; fa 
| | * Sonatens: vests 
| _o3¥ pMAMATARO SMT te a 
| YHA. saad $96 soaneo tc ,ou :BeSuTIw SRT a ay M 
| syewi tet sd Selsoed qu SB biseow potsr or Ttess evieqso <a) 
antises ms I ITA; avast e9UevST arent watshed nee one ‘4 : 
| ae T eetstt onl ierd evitgss ede no’ scibtne9, @ et ap t va 7 
| afer [aedés fe eB con brs SAbLtes B 88) said aniies : a 
| aedvons 9d bivew Fsnily ITSHOD aanOTeETIMOD As of ope oA 
. cada stele st * 
| | aot. sBaawrrw me gy 
| atid qu tf ave I bieeo 6  saMOR oaN ‘ a 7 ; 7 


etd tL sedd ywoa yes uo) ted Sradersbas Tointds I ivan ios 
to ¢e5 wou s 2areme Ifdw exsed Detqohs bE Lseegetq “hy 


exit veda tit $d tone igade% Lamia Sad to aac rata riper 


i & 
“eed IfLtv tedd etubodoe ode wen Visto igmies & i¢ gen 8 es 


\ : f bs dp 
vélwberide sree taséetg she: 09 gidenotsslex eidehl 4 on zg. 


| | 

| ad Fitw serid bos’ vewol of ttiw ome bes: wort ae yous = fe 
{ 

| 

| walt : 
. aneto sled ert elds wus bise $yad ow 1A an ae 


ons 


4 
: 
i | 
~s0sic yas see fonaso T ons «Sak 2b: tothe ‘wwl meng ce 


| ey eK cunt grtneyae to hale 
i | des (ftw I integ sx60 Ge OF toageos an els pe nee 


Jouberrad a bo ee — ~~ eo. 
S ee Yo gap 2 eo 7 Cs 


1 
‘ a a = 4 


~ ANGUS. STONEHOUSE & CO. LTD. a : 
TORONTO. ONTARIO cuir os ox 13704 
ume 


to my point I just want to read you paragraph 94 where 
you make this point: 
"The motor carrier industry in 

Canada is in no position to stand any 

railway onslaught of selective price cut- 

ting, and the loss of even one route by 

a motor carrier could have serious con- 

sequences for his entire business and 

body of customers," 
As I read this statement I take it that the Province of 
British Columbia agrees that what you call predatory 
price cutting is not in the interests of the public of 
Canada? 

A. By predatory price cutting I mean 
setting rates by the rallways at less than out-of- 


pocket costs. 
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Q. And in order to accomplish that you have 
indicated to my learned friend, Mr. Cooper, at page 1355 
of the transcript that you would amend Section 334 of 
the Railway Act, paragraph 2, subsection (c), with 
respect to the fact that rates are not lower than 
necessary to meet competition. If it is the view of 
your province that the elimination of part of the 
trucking competition is not in the public interest, 
what safeguard would you put in the Railway Act to 
ensure that competition would continue in Canada? 

A. I think the Railway Act would not need 
anything other than to say that rates shall not go 
below out-of-pocket costs. On this very question, 
if the whole Railway Act was altered to get this scheme 
into effect, then, in fact, the trucking business would 
benefit very greatly, especially in the short-haul 
fields. We ihave terminal expenses which are very 
high. The short-haul field would be left open for 
the trucker. On the medium-haul field, I can't see 
any decline, especially in those fields in which the 
truckers have a natural advantage. I don't think the 
railway needs anything further than to say the railway 
rates shall not go below cost. 

Q. You want to remove from the Railway Act 
that provision which provides that rates should not go 
any lower than necessary to meet competition, and your 
proposal indicates that rates shall not be lower tha 


out-of-pocket costs. Now, who determines what are the 


out-of-pocket costs -- or, to put it the other way, who 
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determines whether the level has gone lower than 
necessary to meet your standard? 

A. Again, this depends on a cost-finding 
section of a regulatory body. 

Q. And it would be somebody's opinion -- 
the judgment of somebody as to whether or not the 
rates were lower than to meet out-of-pocket costs? 

A. It is a little bit more than opinion, 
I think. It would be a statistical calculation. z 
know these things are always open to question. 

Q. Well, if I havepaid any attention to 
what has gone on before this Commission, it seems 
to me the determination of costs is largely a matter 
of somebody's opinion, 

A. Under the present set-up, it shall not 
be lower than necessary to meet competition; it is 
always a matter of opinion whether they shall be the 
same or what the service factors are -- what are the 
rates of the competitor, and they don't know much about 
that. There is an awful lot of judgment and common 
sense used to make sure the traffic is shared by both 
agencies. 

Q. If the decision as to whether or not 
the rate has gone below your out-of-pocket costs -- 
and this is to be decided judicially by the Board 
or some section of the Board -- would you permit the 
competitive agency -- in this case the trucking 
industry -- to appear before the Board and have some 


say in the finding as to whether or not they are lower 
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ans tabdenand eket costs? Would you permit the truck- 
| ing industry the right, under the eo Act or the 
Transport Act, to appear on a proceeding if there was 
some question as to whether the rates were lower than 
out-of-pocket costs? 

A. I am not supe of the legal position now. 

Q. Well, they can't do it now. In deter- 
mining whether rates are lower than necessary to meet 
competition, the Board extends the courtesy, 

Ae I would not see any reason for that if 
the cost-finding section was made up of men who knew 
neta job. 

Q. So you could have the situation at a 
hearing of the cost-finding section concerning the 
trucking industry between A and B, that they 
would not have the right to appear in the proceedings? 

A. I am sure these men would know their 
job, but by the same token the trucking agencies between 
C and D would benefit from this, because it would price 
the railways right out of the short-haul field -- and 
often out of the medium-haul field too. 

| Q. T am not so concerned with those people 
who are not going to be adversely affected by your 
proposal. I am concerned with your proposal and the 
effect it may have on certain areas in Canada on the 
trucking industry which, by your formula, by your 
cost of service principle, might be eliminated? 
A. You say, yourself, the service considera- 
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_ ONTARIO aay 
many reasons, probably, why people should ‘use trucks 
between Vancouver and Toronto. They do, and the 
rate is much higher, but they use them because all 
the service considerations enter into it. I can't 
see any reason for the trucking industry to worry 
unduly, and I can see a growth of traffic on the 
short-hauls on the branch lines, and so on. 

COMMISSIONER MANN: Mr. Hughes, do I under- 
stand from what you have said to Mr. Hume that you 
consider it essential that questions concerning dif- 
ferences of opinion on out-of-pocket costs must be 
settled by judicial proceedings before the Board, 
much as we conduct a case before the Board today? Is 
that essential to the success of your scheme? 

THE WITNESS: I don't anticipate any 
hearings before the Board on out-of-pocket costs. 
I would hope this would be done internally in the Board. 

COMMISSIONER MANN: Your idea is that these 
matters are going to be handled in much the same 
fashion as they are handled in Britain, where a road 
hauler can claim that he thinks the rate is below 
cost, and then the tribunal looks into the matter, 
or someone does -- or no-one does? What is the 
situation? 

THE WITNESS: I really don't know what 
happens in England. 

COMMISSIONER MANN: There are no legal 
proceedings before the tribunal. 


THE WITNESS: There are if anybody thinks 
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the rate is unreasonable on captive traffic, 

COMMISSIONER MANN: Oh, that is on captive 
traffic only. 

THE WITNESS: There are no other proceedings 
for meeting rates, I am quite sure, | 

MR. HUME: Q. On page 30 of your submission, 
part 2, and in your discussions with Mr. Mauro yester- 
day at page 13660 of the transcript, Mr. Mauro 
suggested it would be to the railways' benefit to move 
to have the present non-competitive traffic competitive, 
because as non-competitive traffic they could only 
charge for the distributed costs, but if the traffic 
becomes competitive, the sky is the limit. You correct 
it by saying, 

"No, the sky is not the limit,. The competi- 

"tion is the limit," 
My question is, who decides whether traffic is competi- 
tive or otherwise? You use the word "no reasonable 
competition". It seems to me to involve somebody's 
decision as to whether there is sporadic, constant, 
reasonable or unreasonable competition. Who is going 
to decide whether a particular segment of traffic is 
competitive or not to bring it out of this maximum limit 
that you have set? 

A, The ohana would apply to the Board 
to bring any traffic out of the captive segment into 
the competitive segment, 

Q. If the railways own a truck line 


paralleling to A and B, could they provide their own 
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competition and thus move it -- under your proposal? 

A. Under my proposal, that would seem to be 
SO. 

Q. Finally, at page 35 of your submission, 
and at page 13586 of the transcript, you were explain- 
ing the system in the United Kingdom, and you said 
they were not doing well. My information indicates 
that they are losing millions. 

A. I don't know how many millions. 

Q. And we are talking about pounds, not 
dollars? 

pm Millions of pounds, yes. 

Q. Isn't one of the differences between 
transportation problems in the United Kingdom and here 
the fact that in the United Kingdom all traffic is 
virtually short-haul traffic? 

A. If you look at long-haul from the British 
point of view, then you look at traffic of about 150 or 
200 miles; but, there is quite a bit of trucking up to 
400 miles which is about the limit, There is a lot of 
short-haul trucking and railroading, 

Q@. Yes. I think you would agree with me, 
coming from the Province of British Columbia, and by 
reason of the fact that you are where you are geo- 
graphically, that this situation, and one of the reasons 
why this Commission is sitting now, just does not exist 
in the United Kingdom, There are very few shippers 
in the United Kingdom who could not move their own 


goods in their own trucks overnight? 
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A. Yes, and I said also in the transcript 
yesterday that our scheme was nothing like the scheme 
in England. It is just put there to show how one 
or two other countries do it in Europe. But, I am 
not suggesting it is the pra as the British scheme. 

Q. In your submission you do indicate 
how rate-making is carried on in other countries, in 
order to be helpful and informative to the Commission, 
but arising out of this exchange in yesterday's 
transcript, and recalling the evidence presented by 
Mr. Creery before the Royal Commission on agreed charges 
I want to know if you agree with me that in addition 
to the problems of overcapitalization and so on, there 
are other problems that do not exist in Canada, and 
in rate-making in the United Kingdom you have to look 
at it from a completely different point of view? 

A, The situation is not parallel at all. 
One rate system for one country is not a good standard 
for another country unless the conditions are the same. 

Q. Mr. Hughes, thank you very much for your 
help. As I read your submission, I have one final 
question to put to you: I understand your background 
is that you are at the University in economics and 
interested in transportation. Is this scheme of 
yours, in your opinion, an interesting academic 
exercise in rate-making, or do you feel this is a 
practical matter for Canada? 

A. I certainly didn't write this as an 


academic exercise. I think it is a real, practical 
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scheme, and it is something we have wanted for a long 

time in British Columbia, looking at the interests of 

Canada as a whole. As I said, we may get higher 

rates in some areas, and lower rates in other areas, 

but it is certainly not an academic exercise. 


MR. HUME: Thank you. 


---A short recess. 
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THE CHAIRMAN: Order, please. Mr. Frawley? 


CROSS-EXAMINATION BY MR. FRAWLEY: 

Q. Mr. Hughes, I suppose you would agree 
with me that, particularly since Section 334 of the 
Railway Act was enacted, now there is an attempt to 
police rather carefully the competitive rate structure. 

A. I don't know how effective that policing 
is, Mr. Frawley. I am just trying to remember the 
number of cases that have been up, and I don't think it 
is very many. 

Q. As a matter of fact, I don't think it 
changed the law; it seemed to spell out in some 
paragraphs what probably has been the law before. In 
the jurisdiction of the Board, a competitive rate should 
reflect the competition. That is perhaps a wrong way 
of stating what the position was and still is. 

A. Yes. 

Q. And a rate that doesn't reflect the 
competition can be complained again. If a competitive 
rate remains in force after competition has disappeared, 
then it can be made the subject of a complaint or a 
request for it before the Board under Section 334. 

THE CHAIRMAN: I don't want to interrupt the 
proceedings, but I understand that we can resume at 
two o'clock in our old home at the Board of Transport. 

THE WITNESS: Under Section 334, they 
can't do that, Mr. Frawley. Nobody can complain to the 


Board when there is no competition, can they? I am not 
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a lawyer; I am just reading it. 

MR. FRAWLEY: Q. Did you say that under 
Section 334 you can or cannot complain? 

_ i don't think you can complain and have 
a rate put up if there is no competition there. I 
don't know if I understood your question correctly. 

Q. I put it to you that, having in mind 
Section 334 -- now, I am quite aware that there is no 
sanction, it is simply a section conferring certain 
powers of investigation on the Board, which I suggest 
they probably always had -- but surely, looking at 
that statute, it is there so that interested parties 
can call certain situations to the attention of the 
Board so that the Board then can put into operation the 
machinery set out in Section 334. You would agree 
with that? 

A, Well, it may be so, but maybe the 
Board itself on its own motion can act under Section 334. 

Q. Quite, quite. Then if you want to 
read Section 33 along with Section 334, you find there, 
Section 33, subsection 1, subparagraph (a), that the 
Board has a jurisdiction and a duty, I would say, 
concomitantly, to investigate any matter which is the 
subject of complaint by any person that a company, a 
railway company, has failed to do anything required. 
I am only putting it to you, as you already agreed 
with me, that it is the spirit, at least, if not the 
letter, and, indeed, perhaps the letter, of Section 334 


that a competitive rate should reflect the competitive 
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1 
° situation. Would you agree with that? 
3 BS Yes, I would agree with that. 
4 Q. I take it from that that if I am a 
5 receiver of freight anywhere I can and I ordinartly do 
6 demand and receive from the railway a rate, a competitiv 
7 rail rate because there is available to me an alternativ 
8 form of transport. 
9 A. Oh, yes. 
10 Q. And that the railway endeavours to 


11 match the price of the competitive form of transport 
12 when they publish for me and for the whole shipping 
13 world the competitive rate in question. 

14 A. Yes. 

15 Q. Now, that applies, I take it, to the 
16 City of Vancouver as well as the City of Toronto and 
17 every other place where freight is received on the 


18 lines of the railways in Canada. 


19 A. Yes. 
20 Q. That being so, I am wondering just what 
1 you mean when you say on page 56 of Part 1 of your 


submission under the general and intriguing caption of 
"TInequities of the One and One-Third Rule”: "The rule 
burdens the transcontinental shipper by reason of the 
long-haul rates being higher than they would be other- 
wise." 

And continuing on with what appears to be the 
game thought: 

"The rule burdens shippers and receivers in 


"British Columbia in that they are deprived 
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"of potentially favourable railway rates." 

Now, will you tell me, please, how the fact 
that the railway -- let's assume that the railway 
decided to increase the rates to the Coast, the com- 
petitive rates to the Coast. I am going back to 
1951 when the one and one-third rule came into effect. 
Assuming that the railway desired to increase the rate 
to the West Coast because they did not choose to suffer 
what they call an invasion of their revenues at the 
intermediate points, would you tell me how that would 
require the shipper, the receiver in Vancouver to pay 
any more? 

A. If there is competition there, if there 
is effective competition and this competition is coming 
in, then the shipper would not have to pay -- the 
receiver would not have to pay any more. If it was 
potential competition, maybe he would have to pay some 
more, and quite a few rates went up after the one and 
one-third rule came in. 

Q. The competitive rate was there because 
there was an alternative form of transport to the 
receiver? 

A. You: 

Q. Assume that the railways said to the 
shipper: "Oh, we are going to put your rate up by a 
dollar". Surely the shipper in Vancouver would say: 
"T am going back to the boat". 

A, The boat would say we will put our rate 


up by 98 cents. 
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Q. Assuming they put their rates up because 
they said they didn't like the situation at Edmonton 
and Calgary, I am putting it to you that that would not 
require the Vancouver receiver to pay any more freight 
rates. 

A. I don't agree, because the alternative 
form of transport rates would move up in sympathy if 
they were competitive in the first place. 

Q. Surely the railways wouldn't have put 
it in in the first place if that was the situation. 

A. Well, there must have been competition 
there, because otherwise the rate wouldn't be there. 

Q. That's fine. If the competition was 
there and the shipper is in the driver's seat, he can 
say: "You will not put up my rate, because I will go 
to the alternative form of transport". 

MR. BRAZIER: Is that a question you are 
putting to the witness, Mr.Frawley? 

MR. FRAWLEY: I am inviting the witness's 
comment on that. TI am sure the witness isn't timid; 
he certainly shouldn't be after having lived with my 
friend, Mr. Brazier, for a long time. 

Q. I am putting the proposition to you, 
and if you have any comment to make, this is the time 
to make it. 

A. I don't think I can make any comments on 
it, Mr. Frawley. 

Q. What did you say? 


A. I don't think I can make any comments on 
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At. I can't see the question in Sb, It seemed like 
a statement. 

Q. I simply put it to you that if the 
rate was justified in the first place, it was justified 
because there was competition there, an alternative 
form of transport. 

A. Yes. 

Q. Then I put it to you that a shipper does 
not have to pay the increased rate that the railway 
puts against him because he can turn to the alternative 
form of transport. 

A. He can turn to the alternative form of 
transport because the rate can go up against the 
railway. He can turn to competitors, sure, but the 
competitor now has no competition at that point and he 
can now put the rate up. 

Q. I put it to you that if the railways, 
by reason of the one and one-third rule, or, indeed, 
any other rule, can increase the transcontinental 
competitive rate, then the only reason that can be 
shown for that is that the transcontinental rate was 
too low in the first place. 

A. I can't agree with you. 

Q. Isn't that basic to the making of a 
competitive rate; it is not justified unless there 
is an alternative form of transport. 

A. The reason the transcontinental rates 
go up is because of the one and one-third rule, not 


because the rate was too low in the first place The 
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rate was there to make the competition in the first 
place, and now if the one and one-third rule goes up 
and the rate goes up,it goes up because of the one and 
one-third rule. 

Q. It couldn't go up because of the one and 
one-third rule or any other rule, because they go to the 
shipper and say: "We are putting up the rate", and 
the shipper doesn't care whether it is going up on 
instructions from Montreal; he says: "You are rot 
putting up my rate. I am going to the alternative form 
of transport." 

A. If the tiie puts up its rate not be- 
cause of the one and one-third rule and the man says: 
"All right, I will now go to the competitor", what is 
to say that the competitor's rate is not_now the same 
as the rail rate, because it is a water-compelled rate, 
otherwise it would not have been a competitive rate 
in the first place. 

Q. If the rate goes up because the railway 
is afraid or has knowledge that the price of alternative 
transport has gone up, that is one matter, and they 
would automatically increase their rate if the alterna- 
tive form of transport went up. But I am talking 
about a managerial decision that they will not permit 
parity rates and they decide that they will increase 
the rate to the Coast because that will remove the loss 
of revenue at the intermediate points. We are agreed 
on that. 


A. Yes. 
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Q. And say there was a rate there of a 
dollar to Vancouver, and they say: "We will put that 
up to a dollar and a quarter and we then charge Alberta 
$1.35 plus one-third and that will take care of the 
revenue situation." 

A. Yes, you are Age emLaas the situation. 

Q. Now, whether or not the receiver in 
Vancouver has to pay the increased rate depends entirely 
on the position of that shipper vis-a-vis the alternativ 
form of transport. That surely is true, isn't it? 

A. I would qualify that and say again that 
if he goes to the competitor, then the competitor's 
rates have, in all likelihood, gone up in sympathy with 
the increased railway rates. 

Q. You may not intend to be unresponsive, 
but I put it to you that you are not responsive to my 
question. What the alternative form of transport may 
do may be something else. I am talking about a shipper 
who has a rate which was given him because there was 
an alternative form of transport or alternative 
market available to him, and I put it to you that as 
long as that market competitive force or carrier 
competitive force remains, it is going to determine 
the shipper whether he goes by railway or not. 

As. I am not responsive to your question, 
probably, in the way you want me to be responsive; but 
I think if the railway rate goes up and the shipper goes 
to the competitor, there is nothing to guarantee that 


the competitor's rate is down where it was. As soon as 
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the railway rate goes up, then the competitor's rate 
will go up because they were competitive rates in the 
first place, and will remain so. 

Q. It is not a very honest -- I am not 
using the word offensively -- it wasn't very honest 
bargaining between the railway when the rate went up 
in the first place. 

A. Between what? 

Q. When the rate went up between the 
shipper and the railway. The shipper knew there was 
an alternative form of transport which would bring his 
goods in at X dollars, and the railway said: "We will 
meet the rate that was quoted to you by the alternative 
form of transport", and that is the sort of bargaining 
that precedes the alternative form of rate. 

A. I don't know. 

Q. Now, take the rate we hear a great deal 
about, the rate that was given to the Steel Company, 
rate-making, agreed charge on steel sheets and plates 
out to the West Coast at a rate that will shut out 
the steel sheets and plates coming from Montana, 
California. That was the sort of competitive situation 
to meet and take care of the steel sheets and plates 
coming from Hamilton to Vancouver. Were you aware of 
that situation? 

A. I don't know why exactly the low rate 
was put in, but I do know that we have some low per 
ton-mile rates into Vancouver. 


Q. You didn't know that market competition 
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entered into the quoting of the low agreed charges on 
steel sheets and plates from Hamilton, Algoma, or 
maybe even Sydney, to Vancouver, 

A. I don't know. It is a great factor in 
skelp; market competition helps to keep the rates 
down. 

Q. And if the railways a month or six 
months after they quoted the rates turned around and 
said to the steel company: "We are going to put that 
rate up by 40 cents or 50 cents", don't you think the 
steel company would say: "No, you are not, because it 
will come in from Montana". 

A. Yes, if you are talking about market 
competition, I can quite see that situation. 

Q. What is the difference between the 
justification for a competitive rate between market 
competition and carrier competition? 

A. In the first place, if the carrier is 
in competition and one of them puts the rate up, then 
the other one does. The market competition would be 


different, it would seem to me. 


(Page 13725 follows. ) 
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Q. If a rate is put in to meet water 
competitimthrough the Panama Canal, and I mean 
carrier competition, the rate that is put in is in- 
tended to reflect the rate of the alternative form of 
transportation through the canal? That is basic, 
must be so? 

A. Yes. 

Q. All right, I want to understand you. 

If you say that the railways for some reason best 

known to themselves, and we will take the dislike of 
the reduction of their revenues in intermediate terri- 
tories, because of the application of the one eee 
third rule, let us take that as a reason: they ais 
the shipper in Vancouver and say: "We are going to 

put your rate up by 50 cents," and it has been put 

down by reason of the traffic through the Panama Canal. 
What is that that you are saying, that the rate through 
the Panama Canal is going to go right up? 

A. I know that the last 17 per cent in- 
crease in railway rates, I was talking to a trucker in 
Alberta and he came and he was rubbing his hands and 
said, "Good, the railways put yp their rates by 17 
per cent. I am going to put mine up by 15 per cent." 
And there is no reason why the ships should not do the 
same, 

Q. Mr. Hughes, I just want to ask you one 
thing about your Exhibit A. If you read this Exhibit 
A, this being a list of rate changes, cancellations and 


increases which were brought about solely by virtue or 
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the application of the one and one-third rule --- 

A. This 1s as it was put in by the Canadian 
National Railways at the time, yes, before the Royal 
Commission on Agreed Charges, 

Q. That is what you understand? 

A. yes, 

THE CHAIRMAN: Appendix A. 

MR, FRAWLEY: Appendix A, 

Qe Well, Mr. Hughes, if you understand 
that you will probably be surprised when I tell you 
that there are 80 rates, 80 pieces of traffic listed in 
Exhibit A. Did you read the transcript during the 
second Turgeon Commission? 

A. yes. 

Q. You say you did? 

A. Yes. 

Q. Did you happen to read Mr, Edsforth's 
cross-examination? 

A, I would have done, I cannot remember 
about it now. 

Q. Well, if you did read it, then I think 
you will have to agree with me that after many hours 
of searching through that Appendix A for instances 
where the increase had been made as a direct 
result of the one and one-third rule, Mr, Edsforth 
was able to turn up 13 out of 80. Were you aware of 
that? 


A. No. 


Q. Well, I commend a reading of the transcript 
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to you, because I put it to you, and I will ask you 

if I am right or not: I put it to you that the vast 
majority of the rate changes that you find in Appendix 
A and which are to be found in Exhibit 15, the photo- 
stat of the original of which I have in my hand, were 
due to just a housecleaning by the Canadian Freight 
Association and the two railways in which they increased 
a lot, took out a lot of deadwood in the transcontinen- 
tal freight rate structure. Did you never hear that? 

A. No, there are still a lot of those rates 
in effect now today, in Appendix A; there are still a 
lot, I would say there are more than 13 in effect. 

Q. All right, that is the next question I 
am going to ask you. You say that notwithstanding 
the fact that now, due to a Judgment of the Board of 
Transport Commissioners with respect to the conflict 
between Section 32 of the Transport Act and Section 337 
of the Railway Act, that notwithstanding the fact that 
due to that conflict the one and one-third rule does 
not now apply to agreed charges, are you telling the 
Commission that now the fact that the one and one-third 
rule still does apply to a transcontinental competitive 
rate, that that is a serious matter to the Province 
of British Columbia and industry in the Province of 
British Columbia? 

A. It does not matter whether it harms us 
or benefits us. It is an artificiality in the rate 
structure, It is one of those things in the rate 


structure that we are trying to get straightened up. 
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You have been talking about this for a long time your- 
self, Mr. Frawley -- get the rate structure put on 
some reasonable basis. It is a distortion, I think, 
in the rate structure, whether it is right or wrong. 

Q. Mr. Hughes, are you here just advocating 
a tidying up of the freight rate structure? 

Az No, I am not, 

Q. Or are you here presenting the grievances 
of the Province of British Columbia with reference to 
the Canadian freight rate structure? 

A. I am saying in the brief that the Province 
of British Columbia has suffered needlessly from the 
one and one-third rule, 

Q. Has suffered, you say? 

A. yes, needlessly. 

Q. If you have finished, I would like to ask 
you to be good enough to tell me -- and you can take all 
the time you need -- I would like you now to tell me the 
names and addresses of the industries in the Province of 
British Columbia that are nowdisadvantages as a 
result of the application today of the one and one-third 
rule? 

A. I can't do that obviously because they 
are not getting the low rates that they should be, and 
this is a very hypothetical thing to go out and get the 
names and addresses of somebody who does not get the 
rate that he could have if the rule was not there. 

Q. I am sorry, I cannot hear, It is cer- 
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TORONTO. ONTARIO (Frawley) 
1 

P what you said? Can you do that or not? 

i A. No, I cannot do it, 

i Q. You cannot do it. I put it to you, Mr, 
: Hughes, and it is an obvious thing I put to you, that 

‘ you cannot do it because there is no industry which, 

4 because of the situation with regard to agreed charges, 
3 that is suffering because of the application of the 

9 one and one-third rule in your province? 

10 A. I do not agree with you at all. 

11 Qe Then will you please put on this record 
12 now or at some later date the names and addresses -- I 
13 don't care about the addresses because I can look them 
14 up myself -- the names of the industries in British 

15 Columbia that are suffering. It may be a joking 

16 matter for the Province of British Columbia, but we 

17 regard very resentfully what you have done here, and I 
18 would like Mr. Brazier to know that too, that you should 
19 go to the trouble to spread yourself over all these 

20 pages, but you have such a serious job to do to 
21 advance your cost of service principle, that you would 
22 flog this dead horse of the one and one-third rule 


through twenty-five pages. 

Would you just tell me where in the Province 
of British Columbia today the one and one-third rule 
is doing five cents of harm, just five cents? 

A. We can't go out and get the names and 
addresses of firms who do not get a tariff that they 
would get if the one and one-third rule was not there. 


It is just not practical to do it. 
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Q. It does not apply to agreed charges. 
All a fellow has to do is to get an agreed charge? 

A. He will not always go out and get an 
agreed charge. 

Q. Would you be surprised if I tell you, and 
I am sure the gentleman would not mind being quoted, 
what a very high officer of the Canadian Pacific Railway 
told me after they had succeeded in getting rid of the 
one and one-third rule as far as its application to 
agreed charges was concerned, he told me there are no 
more transcontinental competitive rates quoted -- if 
they want low rates to the west coast, they will get 
them on the basis of agreed charges and that is all. 
That is a reasonable thing for the gentleman to say, is 
it not? That was a question,was it not, M,. Brazier? 

MR, BRAZIER: I think he is trying to get 
an answer for you, if you don't mind, 

THE WITNESS: Not everybody can enter into 
an agreed charge because he avek not have the traffic, 
he does not have the kind of traffic, and the right 
kind of thing that the railway will put an agreed 
charge in. An agreed charge cannot be extended to 
everybody. 

MR. FRAWLEY; 

Q. You know, of course, that the technique 
of the fixed charge also applies to the new regime, 
the new world of agreed charge that we went into after 
the one and one-third rule was made non-applicable; 
you know that the technique of the fixed charge is 


still in force, You know what I mean by that,Mr.Hughes 
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A. Yes. 

Q. I mean that there are provisions in the 
Transport Act which enable other shippers other than 
the original contracting parties to obtain just the same 
charge, if they will comply with the same terms and 
conditions. I am aware of that. If there is any 
limitation of that -- well, it is there, it is 
apparent -- it is because of that that I want you to 
tell me these industries in British Columbia that are 
now suffering because of the fact that there still is 
this hollow, nominal operation of the one and one-third 
rule, 

A. Well, I say I cannot do it because it 
is an impractical thing to do. 

MR. BRAZIER: I would like to say at this 
time, Mr. Chairman, of course, that Mr. Frawley has not 
yet disclosed his hand, what his submission is going to 
be to this Commission, It may be that he is going to 
suggest that the one and one-third rule be applied to 
agreed charges, as he did before the second Turgeon 
Commission, 

MR. SINCLAIR: Oh, he wouldn't do that. 

MR. BRAZIER: We certainly want to point out 
to the Commission at this time, since we are making the 
first substantial submission of the provinces, that ther 
is danger in this rule. We think it is artificial, and 
if anything, it should be taken out of the freight rates 
structure, 


Certainly we are looking to the position that 


Al ® =" 


i 
/ 


a 
ia 


Miho Ae v oe ‘ 
vi Par a hae 


gd woe srisw 1 anda ten? To senbood/an 92)4- aaemeugn | 
ois dans aldewiod rukding Ab ssteasobor eaeit en Lied 

at E£2d8 Srod? Sand soe? Sev Ye oknsoed gnivetion Men. 

bekid-sno bes sno edd to notdensigg (Lacktuen (nol iod-akdd 


ve” ote. 


¢r senesced ¢) ob tonase I yao D yltew Wk) 


ithdéd te yse oF ext. bivew I. eATIGAAD VAM Oho #1 
jon ead yolwert at gad? ~satvoo to <aaented> 1M ,omtd 
o¢ urtog al nsoleatmdve eka tethe. Bred ete beueLoath cok 4 


oF Her lqgs sd efi oe tit-ene bos 900 -sit tent tesggue 
qoeanu? bitooes ant sndted Ubkb of as yaekmads booms 
Pose * i steobae tamed 

edt ob 3 tabluowiod .a0) emraowres #8 } 

tuo gniog at soaw Uladasees ow +07 SA Se 


+ 
a cn AR ah ie eon plat Ne LAA ALLA ALLA Ne 


| edt gitisn 18 Sw soGke ,omtd wtds de cotmetmme) oft of 
bros ted? .soontiverrg, S16 Yo notezindue [stinetadue gett? 
- fete ieas et a8 Sinbae ow otun abi ab wegnab at 
sover diigter? ond Yo two moist ed bivora tt .gakidys TU 
| . Srutownts 

sand aot¢teog ent ov gatdoel ors ew yintamusD) 


+ i 


ob oo grilsiY feoktoatgat nepal 


at gniteg at sd tadd ed ysm IT - notaninmen etd? o@ ed. 


ir 
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| (Frawley ) 


may be taken by Alberta, which they have talked a 
great deal about, that it should be also applied to 
agreed charges, which would be of assistance to the 
Province of British Columbia, 

THE CHAIRMAN: I do not think anybody has 
ever accused Mr. Frawley of being timid, and I de not 
think he is being timid now. He will make his posi- 
tion clear. 

MR, FRAWLEY; If my friend will possess his 
soul in patience, he will learn in due course what I 
propose to do in so far as I am able to remove this 
discrimination from the Canadian freight rates structure 
in as far as it affects the province of Alberta. 

Q. Mr. Hughes, could you look at page 61, 
because there is something there that I think has got 
to be straightened out a. bit. At page 61 you have a 
sentence there at the bottom of the page starting: 

"Yes, these inland points ---" 
and I suppose I can take them to be my cities of 
Calgary and Edmonton. 

"ves, these inland points expect the 

railways to give up their opportunities 

to effectively compete at the competi- 

tive points and the long-haul shipper 

is deprived of low rates," 

What do you mean by that? Has anybody in Alberta ever 
suggested that anything should happen to the rates in 
Vancouver, that Vancouver should pay any higher rates? 


A. They might not have explicitly asked for 
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that, but, as I say, when the one and one-third rule 


went into effect, quite a lot of rates went up and they 
are still in effect, those higher rates are still in 
effect. But even though Alberta may not have asked 
for them, then this is certainly what has happened, 

Q. But after all this is a Province of 
British Columbia brief, it is not the Canadian Pacific 
Railway brief, is it? To be perfectly frank,. as I 
read through it I was quite confused as to whether 
this was Mr. Sinclair's case or Mr. Brazier's case, 

MR. SINCLAIR: What section were you thinking 
of? 

THE WITNESS: We hope Mr. Sinclair thinks 
so in the cross-examination. 

MR, FRAWLEY: Q. Mr. Hughes, was it tnet 
basic to our case that the Vancouver rate should remain 
as it was, and then we should not pay more than one- 
third more, Was not that basic to our case? 

A. You may have peen urder a misconception 
as to what would happen if the one and one-third rule 
went in. What did in fact happen, you got a one and 
one-third rule and at the same time our rates went up, 
so you were not benefited at all because you got the 
same rate as you had before, 

Q. I am confining my cross-examination to th 
spokesman for the Province of British Columbia, and I 
simply put it to you tha never at any time did we 
expect Vancouver to be deprived of one cent of a rate 


as a result of our advocacy of parity rates or something 
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more than parity. 
As Well, it was very nice of you to think 


that, and we know you thought kindly of us, but what 
has in fact happened, you have still got the same rate 


and we have got a higher rate as a result, 

Q. That is as the result of the determina- 
tion of the railways to not go along with the idea that 
we should be freed from long and short haul discrimina- 
tion. 

I am simply wanting to put on record that 
never at any time did we seek to interfere with the 
rates which British Columbia was getting. In fact, 
quite the contrary. We said ‘pause there is a low 
rate to Vancouver, we want that rate plus one-third. 

We want the effect of the low rate to Vancouver to be 
spread back over the intermediate territory, just as 
it has done through the states of Washington and Idaho, 
Utah, Oregon, California and the rest of the American 
states. 

I just wanted it to be made clear and I though 
this was the right time to do it. If the witness does 
not agree with me on such an obvious thing as that, I 
turn to the Commission and make the statement so that 
there will be no possible question about it. 

I only want to give you cases -- there are 
many of them -- where you have now benefited through 
eae medium of agreed charges and you now have much 


better rates. Perhaps I can put that to you. 


Be Do you know, MR, Hughes, is it a fact that 
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through the medium of low agreed charges to the west 
coast from eastern Canada, that you now enjoy much 
lower rates than you did in 1951? 

A. I do not agree that we do, Mr. Frawley. 
Very often these agreed charges are exactly the same 
rate as the old competitive rate was. Even though we 
have an agreed charge in now, the agreed charge does 
not mean to say it is going to be any lower. It is 
very often just the same as it always was. 

Q. Well, my understanding is that on iron 
and steel plates, for example, you have had a rate of 
129 in 1951, and I think you will find that on page 7 
of Exhibit 15 in the Agreed Charges Royal Commission 
case -- and you will find it in your Appendix A 
because it is just a reprint -- you have a rate 
of 129 from Groups A and B to Vancouver; is not that 
right? 

A. That is right, yes. 

Q. And I put it to you that now in the year 
1960, notwithstanding all of these increased costs, 
wages, material, everything else, that Mr. Sinclair and: 
Mr. McDonald have been entertaining us with over the 
years, you now enjoy a rate through an agreed charge 
of $1.20; is that not right? 

MR. BRAZIER: Can you tell me, Mr, Frawley, 
whether the minimum is the same? I have not got the 
complete charge here, 


MR, FRAWLEY: Well, there was a minimum in 


1951 of 100,000. 
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MR, BRAZIER: Eighty thousand is included 
in Appendix A, ay 

MR. FRAWLEY: No, Appendix A, I am looking 
at the original Exhibit 15, but Appendix A must be the 
same, I do not know whether all the information is 
there, 

MR. BRAZIER: Page 69 shows groups A and B, 
$1.29, the minimum rate 80,000 pounds. 

MR. FRAWLEY: I am looking at page 69, the 
second item from the top, iron and steel plates from 
groups A and B, This is from Hamilton and Algoma, 

MR, BRAZIER: Eighty thousand pounds, 

MR. FRAWLEY: yes, 80,000 pounds, 

MR. BRAZIER: I don't know what it is under 
the agreed charge. 

MR, FRAWLEY: Do you know what that means, Mr, 
Brazier? That means that I will now offer -- and there 
once again I am offering or filing a l2@-page exhibit 
that I am going to have to go and reproduce some place, 
I have to do that at my own expense, I suppose, but I 
will have to read for you, Mr. Brazier, what the original 
entry was. 

Please do not understand that I think that 
this was a specially prepared exhibit or appendix -- 

I would not think that for a moment -- but the full 
story of iron and steel bars and rods is this. On iron 
and steel bars and reds from groups A and B the rate 

is 129. 


(Page 13740 follows) 
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MR. BRAZIER: That is not the item we are 


talking about. We are talking about iron and steel 


plate. 

MR. FRAWLEY: Iron and steel bars and rod. 

MR. BRAZIER: That is a different item, you 
see. 

MR. SINCLAIR: Page 68, the last one. 

MR. BRAZIER: Yes, on iron and steel bars 
and rods there was a minimum of 100,000 lbs. You were 


talking about iron and steel plate. 

MR. FRAWLEY: Iron and steel bars and rods. 
Now, with the kind help of my Snigeaa Mr, Sinelair ,; 1 
have the item on page 68 of your Part 1, and it is the 
last item on page 68, and it has a rate of 129 from 
groups A and B, ai the minimum weight is 100,000 lbs. 

MR. BRAZIER: That is correct. 

MR. FRAWLEY: And I put it to you that you 
are now getting that same material for $1.20, which is 
9 cents less. I have not got the agreed charge -- 
yes, I think I can probably give you that from some- 
thing else. Yes, you will find that it is 100,000 lbs. 
Mr. Brazier and Mr. Hughes -- I do not think there is 
any doubt about that. 

MR. BRAZIER: If you would give us the 
number of the agreed charge, we can check it. 

MR. FRAWLEY: The number of the agreed 
charge is 71 and 73. However, I apologize for taking 
up so much time on this digression, I simply put it 


to you that through the medium of the agreed charge you 
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‘are now much better off than you were back in 1951, 
notwithstanding the rate increase. I have just one 
more for you, and I will leave that, Calcium carbide; 
the rate in 1951 was $2.12, and in 1960, through agreed 
charge No. 115, you are paying $1.59. I put it to 

you that that sort of thing runs all through these, 

and that it is what you would expect, 

THE WITNESS: I do not agree with you, Mr. 
Frawley. 

MR. FRAWLEY: Q. You do not agree that 
calcium carbide --- 

A. I do not agree that it runs through the 
whole lot. You are taking out one or two odd ones. 

Q. You are going to show me what industry 
has been disadvantaged today through the application of 
the one and one-third rule. Whether or not British 
Columbia has been advantaged through the application 
of agreed charges, which I am told now reach 1,000; 
the railways have reached the 1,000 mark -- you will 
find that a substantial portion of those are on trans- 
continental routes, and you are telling me that you 
have not been advantaged by the agreed charge? 

A. The overall situation, I think, is shown 
in Table XI-A. You are picking out one or two in- 
stances, but I think the whole picture is shown in 


Table XI-A, where the agreed charges for British 


~ See — 


Columbia are much higher than those for Alberta -- 


on competitive rates, even. 


Q. What is this, now? What are you drawing 
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my attention to now? 

A. Table XI-A. I think that gives us the 
situation where British Columbia has $34 for the agreed 
charges, and Alberta $19.60. 

Q. Now, of course, Mr. Hughes, that $34 
would cover a great many agreed charges moving from 
the West Coast -- moving from groups A ad B out of 
Vancouver, and transcontinental agreed charges? 

A. If it does show anything, it shows that 
the rates are very high, does it not? 

Q. Yes, what it shows -- you are making a 
comparison, and you are showing that my agreed charges 
average out at $19.60, and yours average out at $34.01. 
That means that I have got very few long-haul agreed 
charges compared to what you have. You have got to 
pay something for transportation, I suppose. That is 
what it shows, does it not, Mr. Hughes? It shows 
that you have a vast amount of stuff moving out every 
day under low agreed charges from the Coast -- and I 
say "low" as compared with the commodity rates which 
have been displaced. hat is what this $34 is. You 
do not expect to get from Toronto to Vancouver at the 
same rate as you would expect to get from Lethbridge 
to Edmonton, do you? 

A. No. 

Q. And I put it to you that all that $19.60 
means is that I am not anywhere in your world when it 
comes to transcontinental agreed charges. It proves 


that point. Of course, there is a lot of intra-Alberta 
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traffic, and traffic between Saskatchewan and Alberta, 
moving on agreed charges, and there are also agreed 
charges between British Columbia and Alberta, and with 
respect to those, of course, the rate per hundredweight 
would be down. Do you want to make any more out of 
that? ; 

MR. BRAZIER: We will not put a number on 
them, but there are some in groups A and B from Alberta, 
too. They are not all between Alberta and Saskatchewan 
and Alberta and British Columbia, 

MR. FRAWLEY: Yes, there are some, and 
the Trans-Canada Highway will probably make more. I 
suppose Alberta will have to wait for that day before 
it gets a fair rate structure, and I will put it to 
the witness -- well, I have put it to the witness quite 
sufficiently. 

Q. Mr. Hughes, I am going to be bold 
enough to ask you a couple of questions with respect 
to your Part 2. I want to know just where you are 
going, and I want a little education. I would like 
you to compare the rates on sand and gravel, on the 
one hand, with the rates on boots and shoes, on the 
other. The boots and shoes, I take it -- and I am 
only using them illustratively, and thanks to the 
attitude of the Canadian Pacific Railway and the 
Canadian National, we have not got a burden study today 
so that we can check, but I am putting it to you that 
the boots and shoes would probably move at -- what? 


Would it be one anda half. or two times the fully 
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distributed costs, would you say? 

‘. I could not say at all, Mr. Frawley. 

Q. I know you cannot say, but you have 
given this thing some thought, and being the student 
that you are of these matters, and having been examining 
this rate structure for some time, would you not say 
that boots and shoes are paying more than their fully 
distributed costs? 

A. How would I know? The rate may be 
high, but the costs may also be high. Until I know 
something about the costs, I could not say. 

Q. Do we not have to simply look at the 
basic philosophy behind this freight rate structure? 
There is no doubt that differential pricing is practised 
by the Canadian Railways in the Canadian freight rate 
structure? 

A. I do not think there is any doubt about 
that. 

Q. And is not a part of that, as some 
economists call it, discrimination in ‘the Camadian freight 
rate structure? It is the same thing? 

A. Differential charging and discrimination 
-- I do not know if you are taking them as an economist’ 
term or as a lawyer's term. 

Q. Now, I am foolish enough to be trying to 
use the term of the economists, namely, that discrimina- 
tion in the freight rate structure means differential 
pricing. Sex the purpose of my question, they mean 


the same thing. 
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A. Differential pricing? 

Q. Is not differential pricing practised 
so that the higher rated commodities will provide a 
margin over overall distributed costs, and so that 
some of the lowervalued commodities can move more freely 
Is that not what the railways say is behind differential 
pricing? 

A. The railways may say that, but there is 
a lot of traffic with high rates that does not do that, 
because the costs are so high. Again, I have to come 
back to your Appendix A which you introduced when you 
were cross-examining Dr. Edwards. You will see the 
basic commodities such as coal and fertilizers and 
things like that that do no subsidizing of the burden, 
but so far as this particular situation is concerned, 
I do not know. 

Q. I am putting to you that I can see the 
relationship between sand and gravel, being a low- 
valued commodity, and a volume commodity -- I can see 


Atk 


that the relationship between sand and gravel and boots 


other high-valued commodities, has a relationship to 
cross subsidies or intra-subsidization -- is not that 
so? 

A. It all depends on the relationship of 
the revenues to the cost, and I cannot tell at all 
offhand until I know what the relative costs are and 


what the relative revenues are. 


Q. So you say you do not know whether boots 
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and shoes today are being carried over the same rep- 
resentative distances, say, from Eastern Canada to 
Regina or Saskatoon -- you do not know whether they 
are moving at fully distributed costs, less than full 
costs, or several multiples of full costs; you just 
do not know? 

A. I know that if boots and shoes were 
subsidizing the sand and gravel you are talking about, 
then a lot of boots and shoes would be going by truck 
and they would not be on the railway at all -- that 
is, if they were carrying not only their own costs 
but those of the sand and gravel as well. 

Q. Very well, so much for boots and shoes. 
Would you venture an opinion? Without the benefit of 
a study which would show the relationship. of revenue 
to cost of sand and gravel, would you say that sand 
and gravel was moving at fully distributed costs? 

A. No, I would not say it was moving at 
fully distributed cost. 

Q. Would you say it was moving at something 
over out-of-pocket cost? 

A. No, I would not say it was moving at less 
than out-of-pocket cost. It does in the United States, 
but I do not know about Canada. 

Q. I am talking about Canada. Would you 
say that sand and gravel is -- well, I have put the 
question to you, and you do not say that sand and 
gravel is moving at less than out-of-pocket costs in 


Canada. 
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A. I do not say that; I do not know, but 
I know that in the United States sand and gravel moves 
at less than out-of-pocket cost. 

Q. But have we not got to assume that it 
is not moving at less than out-of-pocket cost, other- 
wise it could be made the subject of an investigation 
under Section 334? 

A. Yes,if it was a competitive rate it 
could be under Section 334, but as far as I know you 
cannot complain about a class rate being less than 
out-of-pocket cost. 

Q. That is not my understanding. I. put 
it to you, Mr.Hughes, that if I had reason to believe 
that sand and gravel, or anything else, was moving today 
at less than out-of-pocket cost, plus something -- and 
that word "something" is an important word -- then it 
is not a compensatory rate, and I can move to have it 
disallowed? 

-. You may be right. I am not a lawyer, and 
I do not know. 

Q. It is not so much a matter of being a 
lawyer, but it is a matter of knowing what the Board's 
rulings, and what the Act, say about rates which are 
not compensatory. 

wi. I thought you were talking about com- 
petitive rates. 

Q. No, any rate at all that is suspected of 
moving traffic at less than out-of-pocket cost. I put 


it to you that it can be the ‘subject of a complaint, 
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and if that were established by the Board the Board 
would then disallow it. 

A. Can you tell me which section that is in, 
because I do not know it? 

Q. I will just refer you to your very well- 


informed counsel, and I think he will bear me out. 


Whether it is there word for word in the statute, or 
whether it has been drawn up as a result of the 
jurisprudence of the Board, I am not prepared to say. 
However, passing from that, from your understanding of 
the Railway Act and the Board's directions, you do not 
know whether sand and gravel is moving at out-of-pocket 
cost plus something more? 

A. That is right, I do not know. 

THE CHAIRMAN: We will adjourn-now until 
two o'clock, and we will resume in the courtroom of the 
Board of Transport Commissioners. 

MR. FRAWLEY: Not that it matters very much, 
sir, but it would certainly accommodate me if you would 
allow me something like five minutes more. 

THE CHAIRMAN: Very well. 

MR. FRAWLEY: If I find that I have asked 
something that is going to produce a long answer, then 
I will cry "Kamarad", and we will adjourn. 

Q. What would you do, Mr. Hughes, in the 
next scheme you are proposing -- the cost of service 
scheme -- what would you do with this cross-subsidization, 
if there be one as between sand and gravel and boots and 


shoes? 
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A. I did not say there was any cross- 
subsidization. 

Q. Perhaps you did not, but what would be 
the controlling cost factors for sand and gravel? 

A. Out-of-pocket costs would form the 
minimum rate, and over that, if it was competitive 
traffic, the railways could put the rate where they 
wanted. 

Q. And if it was not competitive traffic? 

fA Well, subject to the maximum, which is 
fully distributed cost -- between these two the railway 
could put the rate wherever they wanted. 

Q. The bottom would be the out-of-pocket 
cost and the top would be the fully distributed cost, 
on sand and gravel? 

A. Yes, if it was captive traffic. 

Q. Let us assume, then, that it is. 

I do not know whether I have selected a good one, or 
not. Let us assume that sand and gravel is a captive 
traffic. 

gy Yes. I assume it is captive traffic, 
and the maximum is the fully distributed cost. 

Q. And if it were not captive traffic, 
the maximum rate would be what? 

A. There would be no maximum rate. 

Q. There would be no maximum rate? 

A. Yes. 

Q. The railways could charge whatever they 


wanted to? 
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A, Yes, and the competition is the ceiling. 

Q. Now, what would be the cost factors 
entering into the pricing of the boots and shoes? 

A. The cost factors entering there would 
be the out-of-pocket costs, and the pricing factor 
would be whatever the traffic could bear. 

MR, FRAWLEY: Mr. Chairman, I will accept 


your invitation to adjourn. 


--- lLancheon adjournment. 
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---On resuming at 2.00 p.m. in the Court Room, Board 
of Transport Commissioners Office. 


THE CHAIRMAN: Order, please, Mr. 


Frawley? 


CROSS-EXAMINATION BY MR. FRAWLEY (Cont'd): 

Q. Mr. Hughes, at page 68 of your report 
you are quoting some remarks of Mr. Cronkite, 
counsel for the Government of Saskatchewan, in the 
second Turgeon Commission, 

AX What page again? 

Q. Page 63 of your Part 1, and I was 
just wondering whether you were reading those remarks 
as being opposed to the proposition that I had put on 
behalf of Alberta to the second Turgeon Commission wit 
respect to the desirability of having the one and one- 
third rule apply to agreed charges? 

A. Is the question: Are not these remarks 
opposed to the one and one-third rule? 

Q. yes, I was asking whether you were 
quoting Mr. Cronkite to indicate that he was opposing 
my proposition to the Royal Commission? 

Re Well, do you mind if I just have a 
look at it? 

Q. yes. 

A. I haven't got very far down it, Mr. 
Frawley, but I think it is quite plain that what he 
says -- 

"That the application of the one and 


one-third rule to agreed charges would 


fised ymooh s1v00 a3 lal sit 1.3.9 
202720 S oath. 


a(bT #109) eSAIWAR 1 va WOE Lag MAREE 
Soger tuiey Yo 68 2984 as asian eo iS | 
,etinne;D .4M io exiBmet 9mGb —- vis woe | 

ods at —Neweroteics2 ‘Ie dnéeiever ons no feanues 
molagimmo) nesgiv? baegss . I 
ontage ogsq aie (CA ae 
esw I bas Teta ai sway ‘to esi ened **) | | ; 


walsamer enor? sapeee e1ew LOY, sie ait anaaonnien teuh 


a eee 
7 


ne jug bad I sad nobdteogorg oad 93 peneagge sted an |} 


itiw aoltes tame cooniwT ele Sit oe aiisd lA ot) VM sced 
-ono bas she ent gatysd. ‘to wWwiltdertesd oft of dosqnen ae 


enagusslo ‘beergs ot yiqes efus bukit 


pears seeds Jom o1A :mektdeup edd ef =A i i) oe 


| voLuer butss- ene bas ste off og boaceae , 
| stew voy, tentvedw geiies ehh I, . sey +0 

yntaogge asw ori dodt steolbat ot et bine) om ‘gaksoup: 

| | uveteietigned. Levent odd ot nokekasqens ww 
ae oe 
| 


(32 38 soot 
al | or 6p 
i : 4 
.m™ tt awob 787 yxSv 20a t'meved: I A ia 


gi Jatw sed? abely sétup at 32 va I sud amend 


ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13752 
TORONTO, ONTARIO (Frawley ) 


adversely affect British Columbia with- 

out any compensating advantage to 

Alberta." 

And from that and from the other remarks I assume that 
what he had in mind was that he was opposed to the 
extension of the one and one-third rule to agreed 
charges. 

Q. Yes. I am sure you certainly want the 
record straight, and you will find, if you look at 
the report of the Royal Commission on Agreed Charges, 
the matter was gone into very fully, starting at the 
bottom of page 42, extending all through page 43 and 
page 44, I certainly don't want to read it all, but 
the Commissioner, after citing some, at least, of 
what you have quoted on page 63 of your brief, went 
on to say at page 4e: 

"T asked counsel for Saskatchewan 

to prepare a draft amendment incorporating 

the views of Saskatchewan and a proposal 

for a new subsection 10a to follow the 

present subsection 10 of section 32 of 

the Transport Act was submitted..." 

And then follows Dean Cronkite's proposed draft 
amendment. Then the Commissioner goes on at page 

43 to refer to what I said, and without reading all of 
that and turning to page 44, I will just read what 

the Commissioner said, about quarter of the way down 
page 44; 


"The Commissioner: I understand 
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TORONTO, ONTARIO 


(Frawley ) 
1 ; 
; you now, Mr. Frawley. You say that 
, what Dean Cronkite expressed is what 
you always intended. 
4 
. "Mr. Frawley; That is right, 
my lord. That is his subsections 
6 
, (a) and (b) of 10a," 
I am only quoting that because I want to put people 
8 
in the right camp, and the fact is, and I am putting 
9 
it to you, that counsel for Saskatchewan supported, 
10 
counsel for Alberta agreed, on the nature-of the 
11 |. 
amendment which we would like to have to the Transport 
12 
ss Act which would have made agreed charges subject to the 
one and one-third rule, I am sure you don't mind 
14 
: that I should put the record right in that regard. 
1 
6 Now, Mr. Hughes, I would like to show you 
7 a couple of rate statements. Here is a statement 
1 
comparing representative agreed charge freight rates 
18 
from eastern Canada to Vancouver, British Columbia, 
19 
and to Lethbridge, Alberta, on the same commodities 
20 
as of January, 1960, and I would like to have that 
21 
as the next exhibit, whatever that number is, 
22 
MR, CUMMING: I think it will be 146, Mr. 
23 
Chairman, 
24 
25 ---EXHIBIT NO, 146: Statement comparing repre- 
sentative agreed charge 
26 freight rates from eastern 
Canada to Vancouver, British 
27 Columbia, and to Lethbridge, 
Alberta. 
28 
29 MR. SINCLAIR: Is it my friend's position 


30 that all of this traffic does, in fact, move to 
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TORONTO, ONTARIO (Frawley ) 
Lethbridge, Alberta? -- bottle caps, for instance? 

MR, FRAWLEY: I am told there is a brewery; 
it has been there for many, many years, although it 
has recently changed ownership. 

Q. Now, I would like to show you a further 
rate statement, which is entitled "Statement comparing 
representative agreed charge freight rates from 
eastern Canada to Vancouver, British Columbia, with 
rates to Winnipeg, Manitoba, on the same commodities", 
and that would be Exhibit 147. 
~--EXHIBIT NO, 147: Statement comparing repre- 

sentative agreed charge 
freight rates from eastern 
Canada to Vancouver, B.C., 
with rates to Winnipeg, 
Manitoba, on the same com- 
modities, 

MR. FRAWLEY: Q. Now, Mr. Hughes, those 
statements, I may say, are statements which go along 
with Exhibits 81 and 89, Exhibit 81 is a statement 
of the same kind, comparing the agreed charges to 
Vancouver with the rates to Calgary and Edmonton on 
the same commodities as of December 29th, 1959. 

That is Exhibit 81. Exhibit 89 is a similar state- 
ment which compares agreed charges to Vancouver with 
the rates to Regina, Saskatchewan, and now with 
Exhibits 81, 89, 146 and 147 the Commission has a 
series of statements which compares the agreed 
charges to Vancouver with rates to the intermediate 
points. 


A. May I ask a question, Mr. Frawley? 
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You say it is representative agreed charges, and I 
wonder what the total number of agreed charges was 
and just how representative they are, 

Q. By way of answering your question -- I 
don't really know. That might be an interesting 
analysis to take off. I could file -- and that is 
not a threat, that is just a promise -- I have a state- 
ment which runs to forty pages covering every agreed 
charge, and I was told this morning on reliable author- 
ity that the last filed number is now something over 
1,000, and it would be interesting to know the number 
of transcontinental agreed charges in that 1,000. It 
is not a difficult thing to do, I think I might ask 
my office in Edmonton to make up such a statement, 
just to be informative about it. 

What I would like to see is the statement 
which indicates the growth of the number of agreed 
charges that have gone into the transcontinental 
tariffs since the railways found the anomaly in the le- 
gislation which permitted them to free agreed charges 
from this rule which was some approach to the United 
States situation, namely, parity of rates, where the 
coast rate is controlling and cannot be exceeded at 
any intermediate points, and the Commission knows that 
that means that the rate at Spokane cannot be more 
than the rate at Seattle, and so on. 

Now, what I want to say about those exhibits, 
though,you being the ardent advocate that you are 


against not only the reintroduction of the one and 


a end . ne 7 ’ 
yah ah *' 


i fers ,2egitede ' pesage Gv lI eine sR 


oe 
7 enw asy7eho bestys Ie T9dmuUA tases late 


ots yet svivacaors: or we da 
-- neliaeup swoy gnulaowers 10 yey -P- 
roto haa 32d Idgin Jat . Worn 


tend bas’ <~- 9f£21 Brody i <ito sale? .« 


° 
-sinis' & sven I - lahmore’ Ss Jaul el ced get? ty i 
a {>> 
Real € 
4 | TIsVs ° oy eoysq ytvol GO! anit foicw 2res 
-rertue eldalion no ofticavem etna Bbio!-seq 1 Dre . sytade r 
| | ave anintvemoe wort sl edavn Bellt teel ede vans yt. 
1 
| acm ont wor od agitastednt sd bivew Jt Dye 0O,f | 
| dT .000,f tet & seattadp Sesrnze Lacnsnidnosanery te 
Wes toate I antdy 1 .vb of antas ?ivottiI6 & Jom al 
| b i 
; neeetactes s dove gu evan oF movnomba nk solTie Ya 
; 
| tb dpoda svitamrems ec oF Jeu}, 
H b- 
| . jismistese sift at 69a 63 exkL Sivew fT tai 
: 
- ; 
| . iss to 7 um eft Jo Atwoug odd estaetlont ao diiw 
| tetaenitoosena ‘sit oval Snag Syed Jedd acgtedo . 7. 
-sf sagt at yismons sv. bavet eyswiis: ons eonkts 2 22ites 


" h «3 a9 > Pas ‘> P Ang > ;. Ss 
ceemisio hbssitws gett ag mers beszeinied 02208 rokzetels : 


sii scstw ,aedter to ytiese (eleman ,nodisutia ssdazve 


besiinl sad ev dosenqas oma efw doidw elws shady metl - i 
. Y 


$s bebesoxs od Jonmébo hos antiionsag@eel eter dgeseo 
3sd3 aword sebealmmre)- etd boa ,.einiog Salhoamesnl yns 
atom Sd tonngo Snaaoge ¢6 ster sit veld aneem Jedd 


tte ce bot ,alivss2 v2 9ca4 of? madd oh 


2itLdinxes sport tuotia ~pe oF Jasw I Jatw ~wok tps a. te 


‘ og 
916 yoy tan? Stavevbe sashes Sil ynied veto 


ANous. STONEHOUSE & CO. LTD. Hughes, cr-@€x 13756 
3 ©, ONTARIO (Frawley ) 


Lom 


. 
“ 


aieertAntet rule so that it would apply to agreed 
shavees but even concerned with the application of the 
rule to the transcontinental open published rates, 
how would you say, then, looking at these exhibits 
that I have shown you today, 146, that there is 
nothing extraordinary in charging a rate to Lethbridge 
on boards and sheets from Port Union, Ontario, which 
is 139 per cent of the rate to Vancouver, and that 
there is nothing wrong about charging Lethbridge a 
rate on canned goods from eastern Canada which runs 
out at 111.1 per cent of the rate to Vancouver? 

THE CHAIRMAN: We understand you claim 
it is an inequity. 

MR, FRAWLEY: I certainly claim this is a 
vicious discrimination against the whole intermediate 
territory extending from the necks Mountains back 
to the lakehead, by reason of the geography and 
economy falling most heavily on the province of 
Alberta and falling on Saskatchewan as well. 

Q. But coming to a question, Mr, Hughes -- 
and I am not deliberately wishing to open up a long 
statement, but let's have it if you must -- you 
find nothing wrong with the situation disclosed in 
Exhibit 146? 

A; You mean I don't think it is iniquitous? 

Q. Nothing morally wrong about it, nothing 
wrong in the sense of violating the Criminal Code, 
just that it is a discrimination? 


MR, SINCLAIR: The words don't mean the 
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same thing,with all due respect. 


THE WITNESS: It is differential pricing, 


as I mentioned this morning, but it is not an inequity. 


(Page 13764 follows) 
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Q. I see, it is just differential pricing. 

A. Yes, and the proper method to do 
something about this, it would seem to me, for you to 
accept a cost of service principle. 

Q. I want to ask you something about that. 
Now, the same thing goes for Exhibit 147, which seems 
to me to be just an extraordinary situation with the 
Canadian freight rate structure, having in mind the 
distance between Winnipeg and Vancouver and having in 
mind that the origins are all origins in Ontario and 
Quebecy I put it to you again, looking at all of 
them, when you find that cast iron pipe for pressurized 
water systems, the last item on the Winnipeg statement 
147, moving from Toronto and Trois ern 
will go to Vancouver for 1.10 and 1.18 under agreed 
charge No. 57; whereas Winnipeg -- not taking now 
Edmonton or Calgary, but Winnipeg -- will pay 169 or 
153 per cent of the rate to Vancouver. 

MR. BRAZIER: I think, Mr. Frawley, you 
should point out too there is a very considerable 
difference in the minimum weights. For this one it 
is 80,000 lbs., the one to Vancouver; whereas the 
one to Winnipeg is only a 36,000 minimum car. 

MR. FRAWLEY: Mr. Chairman, my friend, 

Mr. Brazier, has mentioned the minimum charge now for 
the second time today as if that itself was a justi- 
fication. 

I certainly have no authority to speak for 


the Winnipeg receiver, but I feel certain that if the 
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Winnipeg receiver was offered a rate of 1.10, he would 
say: "Give it to me in the same minimum weights. 

We accept the same minimum car weights as you are 
giving to the man in Vancouver who gets it for $1.10." 
That has always been the answer that we have in Alberta. 
We say we will accept the same minimum, as we must, As 
a matter of fact, that was the point that was discussed 
by Chief Justice Turgeon in the agreed charge case, 

and we made it very clear. 

But, of course, if we won't be content with 
the same minimum and if the minimum is 100,000 lbs. 
on cast iron pipe to obtain the rate of $1.10 as 
against our rate in Edmonton on the same cast iron 
pipe, on our rate of 2.54 to Edmonton and $1.10 to 
Vancouver: I have not come to sum up the’ case for 
British Columbia but it is always expounding this 
exhibit and this exhibit I have just quoted from, the 
2.54 on this cast iron pipe to Alberta points against 
$1.10 to Vancouver, it is already in operation,-- 
Exhibit 81 filed some time ago. 

What we say to you is that it is a rank 
discrimination against Alberta, and if we - getting 
a more favourable minimum loading, minimum weight, 
then of course we will sacrifice that and we will 
accept the larger loading. 

All right, so much for the situation in 
Winnipeg and in Lethbridge. 

MR. BRAZIER: Mr. Chairman, Mr. Frawley 


is making quite a long statement about this, and I 
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would like to point out, since there has been no formal 
witness proving these particular exhibits, and taking 
the one back to Exhibit 147, cast iron pipe: I would 
point out to the Commission that on the shipment to 
Vancouver at the $1.18 rate, the railway receives 

$944 in revenue on that shipment, whereas to Winnipeg 
on the 36,000 they receive$544 in revenue. 

MR. FRAWLEY: My friend is saying exactly 
what he said four minutes ago, that that is because of 
the minimum weight, but you apply 80,000 minimum on 
Winnipeg on a Winnipeg shipment and you are charging 
now 169, and how much are you getting? 

MR. SINCLAIR: Of course, Mr. Chairman, 
this has been argued. There was a special Royal 
Commission on it. With great respect to-my friend, 
Mr. Frawley, I think it may well be that he will wish 
to argue this at some other time, but there are a 
number of other reasons for these matters that have 
been stated before and can be stated again. I suggest 
that this is not the time to do it, because we 
do not accept Mr. Frawley's statement as the fact. 

It was noticeable, sir, that, as counsel 
sometimes has to do -- and I know Mr. Frawley has 
great skill in that regard -- he turned his back on 
your question, bowed to you and kept on going. He has 
not answered you. 

MR. FRAWLEY: No, no, I am not skilful in 
that at all. 


THE CHAIRMAN: Anyway you claim this is one 
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of the inequities that we have to inquire into. 

MR. FRAWLEY: Which under your terms of 
reference you are bound to inquire into and report 
to the Governor General=in-Council. There is not 
any question about that at all. 

MR. SINCLAIR: With great respect, Mr. 
Chairman, in answer to your question, he said it was 
a discrimination, and not an inequity. 

MR. FRAWLEY: Well, I called it long and 


short-haul discrimination. 


MR. SINCLAIR: It is not an inequity. 
MR. FRAWLEY: We certainly will have a cours 
in semantics. That is a separate endeavour to 


straighten out the language. It is discrimination, 
it is inequity, it is wrong. Now, what does it 
matter about the adjectives or the words? 

MR, SINCLAIR: It just happens that 
counsel tells this Commission what it is to inquire 
into. 

MR. FRAWLEY: They are to inquire into 
inequities. It is the most obvious inequity in the 
world to charge Alberta 2.54 on a shipment of cast 
iron pipe and Vancouver $1.10. 

MR. SINCLAIR: Then, of course, it would 
be up to Vancouver to call such evidence as is necessary 
to prove it. 

MR. FRAWLEY: Are you sort of urging me to 


do it? 


MR. SINCLAIR: I certainly am. You have 
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tried before and have not succeeded, ak I suggest the 
same thing;will happen. 

MR. FRAWLEY: Do you think I am going to 
run away from calling evidence? Just bide your 
time to September and we will see about it. 

MR. SINCLAIR: Then we took forward to it. 

MR. FRAWLEY: Q. Mr. Hughes, that brings 
me to the end of my cross-examination, because I wanted 
to take you and you have already taken me there, to 
page 64, and we will use these exhibits as examples 
of what you are talking about. On page 64: 

"In conclusion, it is submitted that 

"Section 337 of the Railway Act be repealed 

"in entirety and thereafter railway rates 

"to intermediate territory follow the 'cost 

"of service! principle expounded else~ 

"where in this brief." 

"Elsewhere" meaning in the yellow book, Part 2, 

A. Yes. 

Q. Now, I want to see how much benefaction 
there is in this, Mr. Hughes, and would you just tell 
me then, looking at my Exhibits 81, 89, 146 and 147 -- 
you only have 147 and 146 there. I will show you 
my copy of Exhibit 81, which is the comparison 
affecting Calgary and Edmonton, but they are all of 
the same piece. I don't suppose you are interested 
in the particular examples. 


THE CHAIRMAN: The same principle is 


involved. 
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MR. FRAWLEY: Yes, the same principle. 

Q. Now, will you tell me what we are to 
look forward to in so far as your scheme is concerned? 
I am quite serious about that, Mr. echesir end x 
really would like to know what you would have by way 
of hope to us in that regard. 

A. If the costs were less to intermediate 
territory than to Vancouver, then there is a very 
good chance that the rates to intermediate territory 
would be reduced. If you can prove that this is 
captive traffic, if you go along to the Board and this 
is captive, and you say you have no competition, and 

-if' you go to the Board, well, the rates would be 
reduced to fully allocated costs. 

Q. First of all, on the question of costs, 
there would not be any doubt about it at all, if you 
have two cars in a train with cast iron pipe, one 
destined to Vancouver and the other car next to it 
destined to Calgary, and when the train arrived at 
Calgary one car is dropped off and it then took the 
other car to Vancouver: there is not any question 

that it costs more to deliver the car to Vancouver 
than it did to deliver the car to Calgary, that more 
or less necessarily follows. 

A. That follows, yes. 

Q. Now, that being so, you say that we 
should not have to pay as much As) Vancouver on that 
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basis? 


A. No, probably you would find that our 
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rates were higher than yours on the cost of service 
basis. You don't know until we look at the costs. 

Q. I see. Does it depend now on the 
kind of rate, where we find it in the tariffs, whether 
or not we would have our car at Calgary dropped off at 
a lesser rate than the car that went on to Vancouver? 

A. Well, it would really depend on the 
type of traffic it was. It would depend on the costs. 
That would be all. It would depend on the route it 
followed and it would seem to me, if that were the 
case, you would have lower costs than taking the same 
car to Vancouver. 

Q. You would have lower costs. 

A. If you had lower costs, taking the 
cars on to Vancouver, then you would get a lower rate 
if it was captive traffic. 

Q. Wait, you have two thoughts in there. 
If the cost of moving the car, just the out-of-pocket 
costs with a share of the overhead distributed 
properly. 

A. Yes. 

Q. According to some formula, in every case 
of the kind I was citing to you shat goes moving from 
the same origin, passing over the same line, one 
destined to Vancouver and one destined to Calgary, you 
would have a lower cost for the car that was dropped 
off at Calgary in each and every case, wouldn't you? 

A. I should imagine so, but I am not a 


railway cost expert. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Hughes, 


cor-ex 13771 
(Frawley ) 


Q. Well, you have got 700 miles, 

A. It seems sensible, 

Q. That has to be paid for. 

A. It seems common sense to me it would 
be less cost. 

Q. Just assume for the sake of my next 
question, there is a less cost. Now, if it were the 
ordinary class rate, let us say, in each case, then 
you would expect that our rate would be lower on a 
cost basis than the Vancouver rate. 

A. Ses. 

MR. BRAZIER: I think that is the situation 
today, is it not, that class rates are certainly 
lower than the Vancouver class rates. 

MR. FRAWLEY: That is right. 

Q. Even today, as Mr. Brazier points out, 
the railways when the distance factor is allowed to 
apply, where the distance factor is allowed to apply, 
then Vancouver pays more than Calgary because the 
distance is more than 700 miles more. 

A. This applies to non-competitive rates. 
It also applies to competitive rates, but Vancouver 
rates are higher than they are to Calgary. 

Q. I was going to work them class by class. 
We have disposed of class rates. Would it be reasonable 
to expect that the rate to Calgary would be less than 
the rate to Vancouver and, as Mr. Brazier points out, 
that is the situation today. 


Going to the commodity rates, to the special 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughe S, Cr-e@x 13772 
(Frawley) 
commodity rates -- and there are some of them -- what 


would you expect to find with regard to that, with 
the cost again being less? 

Rw Let us take some specific instances 
here. Manufacturing and miscellaneous in 1957 out of 
the waybill study, commodity non-competitive, and we 
are talking about the trans-continental traffic, 
Ontario to Alberta -- 48.20 per ton, Ontario to B.C. 
$52.6. 

Q. Those are the rates --- 

A, These are the charges per ton. 

Q. Charges per ton. Wherever there are 
rates then, we can expect to pay less than Vancouver? 

A, Yes, and in these figures you get the 
bridge subsidy, don't forget, and we do not get it at 
all -- yes, we do get it on that. We both get the 
bridge subsidy on that, and the competitive we do 
not get the bridge subsidy. 

Q. That is the situation now with regard 
to the class rates and the non-competitive commodity 
rates that you have described. 

A. Tes. 

Q. Now, with reference to the agreed 
charges, and assuming again that the car moves from 
the same origin, one car and the same train, two 
cars and the same train, and one is dropped off at 
Calgary and the other goes on to Vancouver, regardless 
of what the present rate is, you would expect that 


the cost of moving the car to Vancouver would be great 
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anous. sronmwouaks co.tre, Hughes, cr-ex 13773 
(Frawley ) 


than moving the car to Calgary. 

A. I should imagine so. 

Q. What would be the effect if your prin- 
ciple were adopted, what would be the effect of that 
rate-wise? 

A. It depends on the nature of the traffic. 
Is it going to be captive traffic? What are you 
specifying? 

Q. Well, if we have that admitted difference 
in cost, and just let us assume there is an appreciable 
difference in cost, in fact I put it to you the whole 
cost of moving the car 645 miles from Calgary to 
Vancouver -- but assume it is an appreciable difference 
in cost in favour of Calgary: under what circumstances 
would that fail to react to Calgary's benefit under 
your system? 

A, If it was captive traffic you would 
get a lower rate than we would. 

Q. Yes, and if it was not captive traffic? 

A, Then the out-of-pocket costs would be 


the minimum and there would be no maximum. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes » cr-ex 13774 
TORONTO, ONTARIO (Frawley) 
Q. That would be sort of unregulated? 
The railway would be permitted, notwithstanding the 
difference in the cost, to charge Calgary more than 
Vancouver? 

A. Well, the situation is no different now. 
You are talking about agreed charges, There is a 
classification rate which is much higher, 

Q. I quite agree with what you say about 
what the situation is today, but I was rather hopeful 
when I read this paragraph of yours. Are you now 
telling me that, notwithstanding what you said there, 

I can't take much comfort out of that paragraph in so 
far as agreed charges are concerned? --- 

MR, BRAZIER: I am somewhat confused myself, 
and possibly the witness is, too, as to whether Mr. 
Frawley is now putting to him a case where there is 
an agreed charge to Vancouver as against a commodity 
rate to Calgary; or is he putting a case where there 
are agreed charges in both cases? 

MR. FRAWLEY: O, I will put both to him, 

Q. If you have an agreed charge to Vancouver 
and a special atins rate to Calgary -- in some 
instances, perhaps, one double the other... 

A. A non-competitive commedity rate into 
Calgary? 

Q. yes. 

A. well, then, the ceiling is for the fully 
distributed cost; there is no ceiling on the agreed 


charge to Vancouver. 
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Q. No ceiling? 

A, If it is competitive there is no ceiling 

COMMISSIONER MANN: Are you, Mr. Hughes, 
automatically equating non-competitive rates with 
captive traffic? 

THE WITNESS: Yes. If it is non-competitiv 
there is no competition and it wouldn't go into the 
competitive class; but it needn't necessarily follow. 

COMMISSIONER MANN: You are, then, saying 
that wherever I find a class rate or a non-competitive 
commodity rate in the tariff today the designation by 
rate determines whether or not the traffic is com- 
petitive? You have no other criteria? 

THE WITNESS: Initially, we did that for 
administrative convenience. I don't think you would 
be too far out. 

COMMISSIONER MANN: And you do the weeding 
out after? 

THE WITNESS: yes; there are some classes 
of rates, no doubt, that are competitive, but I think 
most of these are in the LCL classes and not touching 
the carload. But I can't imagine many carload rates. 
in the classification which are actually moving traffic}. 

MR. FRAWLEY: Q. Perhaps we can have an 
example, I am trying to have regard to Mr. Brazier's 
remark which is probably -- I shouldn't say "pro- 
bably" -- which is a sensible one, that we should com- 


pare like to like as much as we can, 


Take the case of canned goods, Now, we have 
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ab) enh Hughes, cr-ex 13776 

. (Frawley ) 
an agreed charge to Vancouver, an agreed charge to 
Calgary and Edmonton and an agreed charge to Leth- 
bridge; that is one agreed charge taking in a het of 
territory. You have the railways hauling canned goods 
to Vancouver, and I am reading from page 3 ¢ your 
statement, Exhibit 81. You have the railways hauling 
canned goods from the eastern rate groups to Vancouver 
for $1.80, with a 60,000-pound minimum -- so there 
would be no objection on that score -- and you have the 
railways hauling canned goods from the same origins to 
Calgary for $2.30, and to Edmonton for $2.41, with 
the same 60,000-pound minimum. 

That is, perhaps, as good an example as you 
can get. They are both agreed charges, and both you 
and I have agreed that, having in mind the very 
reasonable supposition that those cars -- some for 
Vancouver and some for Calgary and some for Edmonton 
-~- would leave the eastern origin in the same train, 
and a car is dropped off at Calgary and it is charged 
$2.30, and the car ahead of it goes on to Vancouver 
and is charged $1.80; and let us assume that there 
are additional costs, both variable and constant. 

Now, then, how would that work out in the 
rate scheme you are putting forward to the Board? 

They are both agreed charges. 

A. Well, of course, there is competition; 
there is water competition in Vancouver, presumably; 
there is competition in Calgary, Lethbridge and 


Edmonton -- maybe truck competition. .. . 
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ae eee Hughes, cr-ex 13777 
(Frawley ) 

Q. I think if you explored it you would 
find that it is not water competition in Vancouver, 
They tell me it is American railway competition, 

A. For canned goods? 

Q. Yes, for canned goods; but, anyway, 
whatever it is -- that is, perhaps,not important -- 
whevever it is... 7? 

A. The point is that probably nothing would 
happen at ail, because the competition is setting the 
agreed charges, or the agreed charges wouldn't be 
there; so I can't see anything happen to the rate, 

Q. That is why I am anxious, because that 
is just as good an example as any. So this proposi- 
tion you have been putting up to the Commission for 
a couple of days would leave the situation which you 
have now as it is ~- canned goods to Vancouver, $1.80; 
$2.30 to Calgary and $2.41 to Edmonton, You would 
leave it just like that? 

A. Well, I wouldn't do it, It would 
depend on the railways -- what they would do; as long 
as the rates were above out-of-pocket costs; but I 
can't see the rate would go any higher than they are 
now. The sky is not the limit; it 1s the competition 
that is the limit. 

Q. There is no question of letting cost 
of service do something else to reduce the rates to 
Edmonton and Calgary and reflect the fact that the 
car has moved a further 760 miles, as is the case in 


the Canadian National, and 641 miles in the case of 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13778 
TO, ONTARIO (Frawley ) 


Canadian Pacific? There is nothing in your scheme 
which would permit the cost stipeiicles ewikeipas to 
operate so as to reduce the lower costed traffic, namely 
the traffic to Edmonton and Calgary? 

A. Yes; with a cost of service scheme it 
would. I think the railways will be losing all that 
unremunerative traffic, branch line traffic, some way 
freight train traffic to trucks, and the overall cost 
position of the railways would benefit all rates. 

COMMISSIONER MANN: You don't mean the cost 
of service principle would bring this about? 

THE WITNESS: No, 

COMMISSIONER MANN: You can get unremunerativ 
services under your present system, This would depend 
on the introduction of the cost of service principle? 

THE WITNESS: It isn't dependent on it. 

THE CHAIRMAN: It is a matter of bargaining? 

THE WITNESS: Yes, I think se, 

MR. FRAWLEY: Q.So it has to come about as a 
metter of bargaining. I am simply putting it to you 
that it costs less to move a car of canned goods from 
Essex County to Calgary than it does to move it from 
Essex County to Vancouver. I think that is a fair 
assumption, isn't it? 

A. Yes. 

Q. All right. What I am putting to you 
is that it is an inequity that Calgary should have to 


pay $2.30 for a car of canned goods and Vancouver 


$1.80. 
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TORONTO, ONTARIO 
(Frawley ) 
Just indulge me for the moment, I am saying 
it is an inequity. Whether it is or not I am anxious 


to know whether anything that you have worked out -- 


and you have spent a great deal of time on this -- 

that is apparent -- whether you think there is anything, 
if the intermediate territories adopted and supported 
your proposal -- is there anything which you have 
worked out which would give relief from the kind of 
situation we find in connection with canned goods? 

A. So far as agreed charges are concerned, 
no. There may be other traffic that will get relief 
because maybe the rate will come down to the fully 
allocated cost; and these are probably above fully 
allocated cost. 

Q. You think that if the rate of $2.30 is 
above fully allocated cost then it has to come down 
to fully allocated cost? 

A. If it is a non-competitive rate, yes. 

Q. But it is an agreed charge now? 

A. Well, the competitive situation is 
limited, as it is right here in the expenses you 
have given me. 

Q. Perhaps I am not understanding you. 

We now pay $2.30, and if it is more -- I don't know if 
it is or not, again, not having a burden study -- but 
if it is more than fully allocated cost then would 
that rate come down under your proposal te fully 


allocated cost? 
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(Frawley ) 


competition, It doesn't automatically come down. 
It depends on what the railways want to do in the 
light of the competitive situation, 

Q. It depends on what the railways want to 
do? | 

A. Yes 

Q. Well, then, of course, I suggest that the 
railways will not want to bring the rate down by so 
much as a fraction of a cent, 

A. I would not agree with you, because 

a high rate doesn't necessarily bring in the most 
revenue, They might find that a lower rate brings 
in more revenue, 

Q. Apart from these economic theories, 
you say that because it is an agreed charge then the 
ceiling of the fully allocated cost does not apply? 

A. That is. right. 

Q. If it were something other than an 
agreed charge -- and there are many of them here -- 
many, many, many of them -- then you say these rates of 
ours to intermediate territories <<that if you set 
the rate to the cost of the agreed charge they would 
then come downto fully distributed cost? 

A. If it is competitive traffic and you went 
along to the Board and proved that there was reasonable 
competition, 

Q. Again you have introduced a third element, 
that it must be established that there is reasonable 


competition existing? 
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: : 
D A. yes, 
3 Q. And unless it were not then it wouldn't 
4 be considered as competitive traffic and again your 
5 full allocated cost wouldn't be applied? 
P A. yes; the same as it is now with these 
: charges that we have. It is the competition that is 
setting the limit. 

9 Q. I am glad to know the extent of your 
10 scheme in se far as our problems are concerned, 
ui. Thank you, 
re THE CHAIRMAN: Mr. McDenald? 
13 MR, BRAZIER: If I might be excused by Mr. 
14 McDonald, Mr. Chairman, there is one short statement 
15 that Mr. Hughes has prepared. It is on a question 
16 that has been raised once or twice, as to where the 
7 railway is to get necessary revenue if they are moving 
18 at fully distributed cost. 
19 THE CHAIRMAN: We are very interested in that 
20 MR. BRAZIER: I thought that before railway 
m1 counsel started their cross-examination it would be 
22 as well to have him read in this statement which he 
93 has prepared, 
24 It is not an easy question to answer, and 
25 Mr. Hughes has prepared a brief statement, and, with 
%6 everybody's permission, we will read it into the record 
QF now. 
28 THE CHAIRMAN: Yes, read it now, 
29 THE WITNESS: Paragraph 111 of Part 2 of 


30 the B. C. submission reads as follows: 
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ANGUS, STONEHOUSE @ Co. LTD. Hughes.  -- 13782 
"It is suggested that maximum 
schedules be drawn up for captive traffic." 
Paragraph 114 reads: 

"In order that there be some relation 

te cests in the schedules, it jis suggested 

that the maximum rate schedules be the 

fully distributed costs as far as could 

be ascertained." 

This proposal immediately begs a question, If railways 
are to carry captive traffic at no more than fully 
distributed cost how are they to remain solvent? 

The question is provoked largely by the con- 
strued nature of "fully distributed costs." These 
costs are no more than a statistical allocation of 
censtant expenses among the units-ot’ traffie handled; 
they cannot be"fully distributed" except on a purely 
arbitrary basis, whether it be by ton miles, tons, 
passengers, or the proportion of variable costs of the 
traffic to the total variable costs, This being so, 
it is obvious that several different "fully distributed" 
costs can be given for any particular traffic. 

"Fully distributed" costs are out-of 
pocket costs plus a prorated share of constant costs, 
Constant costs can be viewed as a block of expenses 
which remain the same irrespective of the traffic being 
handled. 

The problem is that this block ef censtant 
expenses must be recovered from all traffic. a. 


traffic cevers something more than its out-of-pocket 
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TORONTO, ONTARIO 


costs then some contribution expenses is made, It is 
the tetal contribution that is important rather than 
the contribution per unit. For example, if 200 tons 
moved at a rate of $4 per ton above out-of-pocket 
costs the contribution to this block of constant 
expenses would be $800. The rate of $4 may be below 
or above the level of "fully distributed" costs. 

A lower rate of $3 may move 300 tons and 
contribute $900 to constant expenses. Now, the rate 
of $3 may even be below "fully distributed" costs. 

So, if there is a block of constant expenses to be met 
by all traffic the rate below"fully distributed" costs 
will contribute more revenue to constant expenses than 


the rate above "fully distributed" costs. 


(Page 13787 follows) 
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This is not merely theoretical. The Interstate 
Commerce Commission study shows the situation well, 
in the absence of Canadian studies. The Interstate 
Commerce Commission statement 2-59 “Distribution of 
the rail revenue contribution by commodity groups, 
1957", page 1, shows the principal contributors to 
constant costs in various territories. Some of these 
commodities were primary commodities: lumber, 
fertilizers, wheat, coal. The biggest contributor 
by far was coal, and yet the commodity did not cover 
its fully distributed costs. 

The British Columbia proposal would put 
maximum rates for captive traffic at fully distributed 
costs, however calculated. If any of these commodities 
are now being carried at a lower level than this, 
there is no reason to think that the actual rates 
would go up as the railways may suffer a loss in 
net revenue. Should any captive traffic be now 
carried at above this level, the rates would be 
reduced. 

All rates, of course, cannot be below fully 
distributed costs and the question arises of how can 
the railways live and make a profit if primary 
commodities and other captive traffic is carried at 
this level. 

In the British Columbia scheme any difference 
between total revenue and total cost will have to be 
borne by the competitive traffic. Some competitive 
traffic will take rates at above fully distributed 


costs. This is essentially the present situation as 
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' can be seen by the Interstate Commerce Commission study. 
: In this traffic which is normally competitive, the 
? traffic contributed revenues above fully distributed 
: costs in the following proportions: 
2 Item 523, crude rubber, 177 per cent is the 
ratio of revenue to fully distributed cost. 
Item 525, rubber goods, N.0O.S., 153 per cent. 
: Item 595, machinery and machines, 210 per 
: cent fully allocated cost. 
Item 597, machinery parts, 208 per cent. 
: Item 607, 195 per cent. 
“5 Item 615, 188 per cent. 
- Item 617, 177 per cent. 
- There are many other similar items all in 
. the manufacturing miscellaneous group which is the 
: most competitive group of all. 
J Because an article is in competition, there- 
a fore, it does not mean that rates are below fully 
e distributed costs. The reason for the high rates 
e is that the competitors' rates are even higher. 
- The upper limit for rates set at fully 
i allocated costs is not necessarily a burden on the 
: railways in view of their proven ability to charge 
@ higher than fully distributed costs on competitive 
. tratfic, 
26 
However, should the railways prove that 
. their revenues are not sufficient to covertheir total 
2 expenses, then British Columbia is not inflexible in 
29 


the maximum rate position. The province would be 
30 
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(McDonald ) 


willing to have a maximum rate above fully distributed 
costs providing that such rates reflected railway 


costs. 


CROSS-EXAMINATION BY MR. McDONALD: 

Q. Mr. Hughes, I refer first to Part 1 of 
your submission, page 16, at the bottom of the first 
column where the following statement appears: 

"the most important products shipped by 

"pail are lumber, accounting for merely 46 pe 

"cent of total shipments... " 

Now, for the assistance of the Commission, 
can you give us the value of lumber shipped from 
British Columbia in each of the years 1952 to 1959 
inclusive to the following places --- 

MR. BRAZIER: You mean right now? 

MR. McDONALD: Well, he can do it later. 

Q. --- (a) Western provinces -- and when 
I say "western provinces", I mean Alberta, Saskatchewan 
and Manitoba. (bo) Ontario and Eastern Canada. 

(c) The United States. (d) The United Kingdom. 
I don't expect you to give it right now. 

A. The value -- what kind of value? 

Q. In dollars. 

MR. BRAZIER: The price of lumber goes up 
and down so violently these days. 

MR. McDONALD: Well, I think it will give what 
we want, and you can reduce it to constant dollars if 


you wish. What I want to see is the trend of where the 
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eee: = aghon, 
(McDonald) 
lumber is going. You speak in here about the 


United Kingdom market being reduced, and so on, and 
yet your production of lumber has increased. I want 


to see where it has been going -- what the shift has 


been. 
THE CHAIRMAN: What the movement is. 
MR. McDONALD: What the movement is. 
COMMISSIONER GOBEIL: And to other countries. 


MR. McDONALD: Q. Are those the principal 
places to which your lumber goes from British Columbia? 

A. Yes. 

Q. Can you get me that information? 

A, I think I can. 

MR. BRAZIER: May I be of some assistance, 
Mr. McDonald. The British Columbia Manufacturers 
Association, in their annual report each year, does 
give a wealth of statistics on production and shipments 
of lumber in British Columbia, and they are all in 
million board feet. It would be a considerable task, 
I think, toconvert those into dollars, and I think 
probably the board feet mean more, actually, than the 
dollars do. 
MR. McDONALD: Quantity rather than the 
value -- yes, that is all right, as long as we use the 
same yardstick all the way through. It won't be too 
difficult to get that? 
MR. BRAZIER: No, we will get that for you. 
MR. McDONALD: Thank you. 


Q. On page 18, the statement is made: 
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(McDonald) 


" 


. - this cost has been disproportionate 
and constitutes an undue burden as a result of freight 
rate increases." 

You are speaking about the cost of freight 
and the increases: do you know of any instance where 
any shipper has been hurt in British Columbia by 
the present level of freight rates? 

A. It is very hard to find a specific 
instance of where anybody is hurt. You have to more 
or less go and find a man who has gone out of business. 
But, I do know that the coastal people no longer sell 
any dimensional lumber in Central Canada, and the 
reason -- and the traffic manager of MacMillan-Bloedell 
told me -- that it was the percentage increase that 
had taken them right out of the market and they could 
not get into it. 

Q. "The coastal people --would that be 
from Vancow er? 

A, Vancouver and the island, and the coast. 

Q. To Central Ontario, and so on? 

A. Yes, this is a market that they used to 
get into and they no longer do. 

Q. Did that lumber from Vancouver, coastal 
lumber, to Central Ontario take all the percentage 
increases? 

A. Not the lumber to Ontario, no. 

Q. Because you are aware ef the fact that 
shipments of lumber from Vancouver and that district 


to Ontario is based on the ratés from Seattle, 
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ANGUS, STONEHOUSE & CO. LTD. Hughes er-ex 13792 
(McDonald ) 


Washington? 

A. Yes. 

Q. And they have only taken the ex parte 
increases in the United States which have x@mounted, 
since 1951, to 19 per cent? 

A. 119 per cent? 

Q. Well, 19 per cent. 

A. 19 per cent increase. 

Q. Yes, 19 per cent increase. 

A. I will have to look into that..I don't 
accept that. 

Q. You can check that figure. 

A. I will check it, yes. 

MR. BRAZIER: Your proposition, Mr. McDonald, 
is that the ex parte increases in the United States 
have amounted to 19 per cent? 

MR. McDONALD: Since 1951. 

COMMISSIONER MANN: Is that the increase 
on western to official territory, or is that the 
general United States increase? 

MR. McDONALD: It reflects the increase 
over the formerrate, I am told. That can be checked. 

MR. BRAZIER: I think your adviser stated 
that it was the percentage increase in the rate since 
the rate was put on the Seattle basis, I think that 
proposition is right, but at one time it was not based 
i the Seattle rate, and finally it was, and it has had 
19 per cent increase since that time. 

MR. McDONALD: Yes, 1951 was the time of 
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ANGUS, STONEHOUSE & CO. LTD. Hughes ; er-ex 13793 
, (McDonald) 
MR. SINCLAIR: The railways did what the 


lumber people asked them to do. 

MR. McDONALD: Q. So, therefore, follow- 
ing that, as you stated about MacMillan-Bloedell and 
this lumber -- the difficulty of getting it into the 
Ontario market on account of the Canadian percentage 
increases, that is not correct, is it, if my advice 
is so, that they didn't get the Canadian percentage 
increases? 

A. He was speaking about the general 
revenue cases since the war. He was not talking 
about since 1951, and this was the reason he gave. 

It was not Mr. Campbell. It was another traffic 
manager, at the Vancouver Island plant who told me 
that. 

Q. Then, do you know whether the sales 
of any of the products enumerated in Table I to the 
Canadian market east of the Rockies have been in- 
creased since 1952? 

A, Have any of these ... ? 

Q. Have the sales of any of these products 
enumerated there to the Canadian market to points 
east of the Rockies been increased since 1952? 

A. I should think so in view of the great 
increase in population and gross national product 
which we have had in Canada, yes. 

Q. So, despite increases in freight rates, 
the sales to Canadian markets east of the Rockies have 


increased? 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Hughes, er-ex 13794 


(McDonald) 

A. Because the general level of prices 
and gross national product have been going up, and 
population has been going up. If everything else 
had been static, I have no doubt increased freight 
rates would have cut things down. Of course, railways 
don't carry all the traffic into the prairies. 

Q. Then, on page 21, Table XII, that is 
the table that shows the approximate exports of sawn 
and planed softwoods from selected countries to the 
United Kingdom. Now, that shows a substantial loss 
in Canadian shipments; is that right? 

A. Yes. 

Q. Are all those shipments referred to 
there related to British Columbia lumber? 

A. No, this is Canadian. 

Q. Well, what proportion of that would be 
attributed to British Columbia? 

A. A large proportion, but I can't -- 
I was looking@round for British Columbia figures, 
and I couldn't get any, but I can assure you it is a 
large proportion of this. 

Q. Have you any figures taking the export 
of this type of lumber from Canada, and what propor- 
tion British Columbia lumber bears to the whole? 

A. It is very large. British Columbia, 
as you know, is the major exporter of lumber in 
Canada, almost entirely of certain types of lumber. 

| Q. Yes. 


A. And I cannot tell you right now, but I 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, er-ex 13795 
| (McDonald) 


can assure you it is very large. 

Q. Would it be 90 per cent? 

As I should think so; I think it is up 
in that region. 

Q. Outside of mine props, and so on, 
shipped from America, I guess most of it would be from 
British Columbia? 


A. Yes. 


---A short recess. 
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ANGUS. STONEHOUSE & co. LTD. Hughes, cr-ex 13796 
(McDonald ) 


THE CHAIRMAN: Order, please. Mr. McDonald? 


MR. McDONALD: Q. Then, Mr. Hughes, we 
were: dealing with the question of the British Columbia 
exports as compared to the total Canadian exports of 
lumber. You stated that they were a large proportion 
of the total, and then the exports te the United 
Kingdom were, according to your statement, sharply 
reduced, but there was an increase in forestry pro- 
duction in British Columbia from 1954 to 1959. That 
is also shown in your statement? 

A. yes, 

This is opening up the land; we get 
more population and more people working and more 
housing construction, and so on, in Canada, and natural 
ly there will be increase in production, 

Q. Your statement shows there was an 
increase in production, there was a reduction in 
sales to the United Kingdom market which was substantial, 
But what market absorbed your less of sales in the 
United Kingdom and your increased production? 

A. Mainly the United States. But, at the 
same time, if there is a drop in the market, as very 
often happens, there is a drop in production; the 
mills just keep the stuff and there is a crop in 
preduction, and this could have happened here, 

Q. Your statement shows there was an 
increase in production between 1954 and 1959 and, at 
the same time, there was a reduction in your sales to 


the United Kingdom. I want to know what market 
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ANGUS, oneeeet & CO. LTD. Hughes, ar-ex 13797 
pike (McDonald ) 

absorbed both the reduction in the United Kingdom 

sales and the increased production? 

A. Well, this would be mainly the United 
States, 

Q. Did the Canadian market take any of it? 

A. Yes, there is an increase in shipments 
to the Canadian markets. 

Q. Then on page 22 your statement is made; 

"The vagaries of export markets 

and prices make imperative access of 

British Columbia producers to markets 

at home, Only with assured Canadian 

consumption can producers hope to com- 

pete abroad." 

I am not just clear what you mean by that statement, 
Would you ¢laborate on that? 

A. The export markets are very -- they 
fluctuate a good deal, and with our new trading blocs 
coming in in Europe we are getting very worried about 
what is going to happen to Canadian lumber, and it is 
this kind of situation. I have a little cutting out 
of The Financial Post here, and I would like you to 
see what has happened in the lumber situation and what 
is likely to happen if the trading blocs come in, 

This is The Financial Post, May 21st, 1960, and it is 
talking about trading blocs. 

THE CHAIRMAN: Who wrote that? 


THE WITNESS: Paul S. Beacon, Financial 


Post Investment Editor. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13798 


TORONTO, ONTARIO 


(McDonald ) 
1 
3 "Our timber and some paper products 
3 are the items inar U.K. experts most 
4 affected by the new EFTA arrangements, 
5 with fish and agricultural products 
6 involved to a lesser extent," 
4 PLFKE, KE RG 
8 "While agricultural and fisheries 
9 products are generally excluded from the 
10 EFTA tariff reduction program, many 
rr allied items of great interest to Canada 
12 are affected. Such preducersas prepared 
13 soups, preserved and processed fish 
14 (Including canned salmon and canned 
15 lobster), fishmeals and frozen fish 
16 fillets will be considered industrial." 
7 Sa ae ae 
18 "A great deal of what we sell over- 
19 seas is in the form of standard products 
20 -- raw materials that compete to a great 
m1 extent on price rather than special 
22 qualities of design. 
93 "Removal re rlnae «dai preference, 
24 er an Increase 4n external tariff of a 
5 trading bloc while internal tariffs are 
6 reduced quickly alters our ability to 
27 compete." 
* ws. i tegy fre 
29 "Tn addition, other sources of metals 


30 and other industrial materials have been 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13799 
TORONTO, ONTARIO a a 
(McDonald ) 


developed in recent years, particularly 

in Africa. These will intensify our 

competitive problems," 

And it goes on: 
"One example is aluminum." : 

This is the reason we are rsttaen eats worried], 
We are going, evidently, to get timber affected out of 
seven, fish products and aluminum, and that is why we 
write things like this, 

Q. That wasn't part of your statement I 
didn't just understand, You say: 

"Only with assured Canadian consump- 
tion can producers hope to compete 

abroad," 

What has the Canadian consumption got to de with your 
ability te compete abroad? 

A. It has a great deal to do with it, 
because take the British market in canned salmon, and 
the Japanese will come in with a shipload and force 
our prices down until the producer is getting no profit, 
and if he can have the Canadian market to sell his 
excess, then he is in a much better position than if 
he has nothing at all. A man producing only for 
the export market, as a lot of producers do, are in 
a very bad way; they have to take a loss from Japan 
and Russia. 

Q. One meaning I took from this as I read 
it is that you were expecting a little cross-subsidiza- 


tion here, that you would make enough money on your 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13800 


TORONTO, ONTARIO (McDonald ) 
1 

D products you sold to the Canadian market that you 

3 could cut your prices to compete in the foreign 

4 markets? 

5 Pye No, that isn't the point. 

6 COMMISSIONER ANSCOMB: But that is the 

7 general point of industry, isn't it? You get your 

8 prime cost down to compete in the foreign market. 

9 THE WITNESS: You are able to spread your 
10 costs out and keep it going without shutting it dewn 
11 completely. 

12 COMMISSIONER GOBEIL: Is it not a fact that 
13 the Japanese plywood is as bad for you as your freight 
14 rate for the eastern market? 

15 THE WITNESS: yes, we are getting Japanese 
16 plywood in, I have seen Japanese plywoed and wood 
17 coming into the docks. There is a great deal of 

18 competition coming from all over, 

19 MR. McDONALD: Q. Then page 26, on the 

20 column on the left hand side, the second full paragraph 
1 from the bottom: 

2 ". . . British Columbia shippers have 

23 to pay a high freight charge swollen 

24 eut of proportion by unremunerative 

25 services offered elsewhere and by 

2% other factors." 

27 What other factors do you mean, have in mind there? 

28 A's The one and one-third rule is an 

29 example, and horizontal -- well, the distance from 


the market there is included, that type of thing. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, Ccr-e€x 13801 


TORONTO, ONTARIO 


(McDonald ) 
1 
3 Q. That is what you mean by "other factors"? 
3 A. Yes. 
4 Q. Then on page 29 yeu have the statement 
5 that the Province of British Columbia has a great 
6 interest in the matter as the greater proportion of its 
7 traffic moves at rates which take the full general 
8 freight rate increase, and I just wanted to point that 
9 up again, I have already dealt with that, Lumber 
10 is one of your largest commodities, and they haven't 
rr taken the full Canadian freight rate increase? 
12 A. I agree with you, they haven't, In 
13 the eastern market they haven't, They have taken 
14 quite a lot in the prairies, 
15 Q. On page 31 you state; 
16 ") , . it is felt that rising ratlway 
17 expenses are not incurred in the west 
18 to the same extent as in the east," 
19 Would you just explain that and what the basis of that 
20 statement is? 
m1 A. This is because in the east you get more 
2? short-haul traffic than you do in the west, and in short 
23 haul traffic you get a larger proportion of terminal 
4 expenses, which is very heavily in wages in the east, 
25 whereas in the west you get long-haul and good 
6 utilization and the wages as a proportion of the total 
27 cost is not so great. 
28 Q. You don't mean there is any difference 
29 in wages or fuel expenses? 


30 A. Ne, I am not saying there is a differential 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13802 
TORONTO. ONTARIO (McDonald ) 

in wages. It is just the utilization and type of 

hauls which takes more labour in the east than it 

dees in the west. 

Q. On page 37 you are dealing with 
rail-lake-rail traffic, and I think you said earlier 
in Mr. Cooper's examination that you understood that 
this portion of the lake haul was performed by railway- 
owned vessels? 

A. That was my understanding, yes. 

Qe We might clear that up. Canadian 
National has no vessels on the Great Lakes, so that 
deesn't apply te us. 

A. Yes, but if the C.P. has -- well, that 
is all right. 

Q. As far as Canadian National is concerned 
anyway, there are no railway-owned vessels, 

Then are you aware of the fact that in fixing 
these rates, this reduction in the rate when it goes” 
by rail-lake-rail, it is the steamship company which 
takes the reduction, not the railway company. The 
railway company is not lesing any money, it is the 
steamship that is taking the reduction? 

A. I am not too sure of the situation --- 

Qe. Speaking from the Canadian National 
standpoint, when one of these rail-lake~-rail rates 
is fixed and there is this differential, it is the 
steamship company that takes the lower charge for 
their pertien of the haul? 


An yes, I realize that. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-€x 138 03 
TORONTO, ONTARIO (McDenald ) , 


Q. Then speaking of these freight rate 
increases and the effect on British Columbia, you are 
aware that there are hundreds of transcontinental rates 
put in to meet competition? 

A. I will take your werd that there are 
hundreds. 

Q. I didn't count them; I took a look at the 
tariffs. I would say hundreds would be pretty safe, 
For instance, the transcontinental rates in open tariffs 
-- I get this from the Canadian Freight Association -- 
Tariff No, 1-N, CTC No. 1575, westbound, and for east- 
bound there is Canadian Freight Asseciation Tariff No. 
10l1-J. These list those rates? 

A. yes. 

Q. Then on agreed charges, I just had these 
taken off, and it may be of interest if you consider 
these, It is an easy matter to check them because 
they are all listed. Eastbound to central Canada and 
east from Manitoba, there are seven; from Saskatchewan, 
nine; from Alberta, seventeen; from British Columbia, 
the interior, three, and the coast, ten. Then 
westbound from central Canada and east you get 71 to 
Manitoba, 41 to Saskatchewan, 66 to Alberta, 22 to 
the interior of British Columbia, and 90 to the coast. 

A. What was the number fer Manitoba again, 
please? 

Qe Seventy-one. 

A. You have the figures for Ontario and 


Quebec there as well? 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 138064 
TORONTO. ONTARIO (MeDenaid ) 

Q. No, I just teek it off for Manitoba, 
Saskatchewan, Alberta, British Columbia, and so on, 
You can check that up. These are the figures given 
by the Traffic Department? 


A. yes. 


(Page 13808 follews) 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes, Cr—Cx 13808 
(McDonald ) 


Q. Paragraph 29, at the bottom of page 9, 
the last sentence, you state -- I might read the first 
part of that paragraph to get the full meaning of it. 
Paragraph 29: 

"In view of the growth of competition, one 

"would expect that there would have been a 

"corresponding movement toward rate-making 

"based on costs in order that the full 

"potentialities of railway cost advantages 

"could be realized. However, this has not 

"been the case. Railway management seems 

"to have been somewhat complacent about 

"the competitive situation up to now in 

"view of increasing railway tonnage induced 

"by rising industrial production, population, 

"and gross national product in the last decadd. 

"The fact that the railshare of tonnage has 

"declined is obscured in a growing economy, 

"and the relative loss of traffic has been 

"cushioned by absolute gains. Under such 

"circumstances, there has been no hurry 


"to change long-established traditional 


"thinking and practices.” 
Now, you are aware, no doubt, Parmele over the period 
of the last ten years, that the railways have put in 
over 1,000 agreed charges to date, you know that. 

A. Yes, just over 1,000. 

Q. There are thousands of competitive 
rates have been put in. 


A. Yes. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes , er-ex 13809 
. (McDonald ) 


Q. Incentive carload rates have been 
established, 

A. Not very many of those, 

Q. And piggy-back has been introduced, 
growing considerably? 

A. Yes. 

Q. Does not that indicate some progressive 
thinking on the part of railways, rather than being 
complacent? 

Rs We still have not got any loadability 
incentive to load cars right up, or we haven't got 
very many of them. We haven't got anything --- 

Q. There are minimum weights and different 
rates, lower rates for higher minimum weights. 

A. I think paper products is one. I don't 
know of any others as far as I know. I know there are 
some, but not very many incentives for higher carload- 
ings. I don't recall anybody suggesting multiple 
car rates, for example. There is another one --- 

Q. Well, do you know that you cannot ‘quote 
multiple car rates under the present law, regulations? 
fe. I did not know that. 

Q. The Board has ruled against that some 
years ago on the basis that that would be unfair to 
the small shipper. If a shipper had 50 carloads and 
got a lower rate, the one with one carload had to pay 
a lower rate. 

COMMISSIONER MANN: Section 32 of the 


Transport Act forbids the making of multiple carload 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Hughes, cr-ex 13810 
(McDonald ) 

1 
: rates on agreed charge traffic. 
: MR. McDONALD: On agreed charge only, but 
: the Board had ruled on the matter some years ago in 
P so far as multiple car rates were concerned. 
; Q. Paragraph 50 and 51 on page 15, this 
: is where you deal with your cost-oriented rate- 
; making and the use of marginal cost as a minimum rate. 
, What I take from your proposal is that the floor for 
" all the rates should be no lower than variable cost. 

A. Yes: 
11 

Q. Well, as far as Canadian National is 
. concerned, we would agree with you on that proposition, 
re because we agree that no traffic should be carried at a 
iy rate less than variable cost; but where we disagree 
. with you is on the publishing of these minimum rates. 
i How important is that now? 
A. Well, I said yesterday that if they are 
. not published, then there may be a possibility that the 
’ railways will go below out-of-pocket costs for some 
é period of time, in order to do away with a competitor. 
% We don't know; but we would know if we could see, if 
a the captive shippers, non-competitive shippers could 
‘ see that there was no burden being put on them by the 
7 railroads. 
25 

Also, truckers want to make sure that there is 
4 none of this so-called predatory pricing -- I keep 
d using the term but I hate the word -- they want to be 
4 certain that no traffic is carried at less than out-of- 


pocket costs, because the railways have such a large 
30 
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‘ proportion of the total transportation cost, common 

: carrier transportation in this country, that any 

. individual trucker would not stand a chance if there 

: is any selective rate-making. We are not saying this 

: happens at all; I am saying it could very well happen 

; in the future. 

- Q. Why should we be so considerate of 

* the truckers who are our main competition arm who do 

ie not publish their costs or give their costs to anyone? 

a A. I think the railways are very much 

“ bigger than any individual truckers, and I am sure 

me that truckers do not know their costs in many cases; 

‘es but what I said yesterday, to go on, was that it would 

ns not be necessary at all to publish minimum schedules 

‘ if there was somebody in the regulatory body, a cost- 

2 finding section, so that the minimum schedules could 

‘ be just filed and examined without publication. 

4 Q. Yes, you realize from the practical 

a" standpoint, publishing these in all sorts of tariffs, 

- the cost and the work involved, it would take a few 

a years to get them published. Then youwould have to 

sis change it at great expense every time there was an 
increase in costs. 

24 

be A. I cannot see that there would be all 

” that expense in publishing, because it is one classi- 

- fication which works right down through the carload 

a scale. 

a Q. Don't you think for all sorts of 


different types of cars and moving between different 


es 


ee 


g#i1edd Lt iis J kine ery 
atid gerne jou oth OW | _ + Bittolen-ssBer seu avidanton Sd 2 

qeogad flow yuayetives. +) gatyar me Tr, qihate ae t 

ee ae 

to svstetianos as of ew Bivole ae os 5.0 fae 

ob orf 6 notitveomes atam tdo sts on pieastonend ods 


fenayas of athoo obertd evig «xo eteaoo thedd siptideq Jom 
fioom yrev ets ayewitet ent aatd? F yA 


etye ma Tl bes ,erstoves Inubiviial yar asdt ceagid 


(ees) yosm ut etaoo thet wonal tom ob exedowrd Jedd 
higou Jt dtds apy .ao om of .yebuetesy Ot6a IF tadweged 


aefubstoe mumtate detidualod Lfe Ja yudasesen edever 


- 


2 = 2.8 8k 


“Jaco 2 . bod yseteloyet end it ybodemes saw sred?, TE 
oLwyaD esfubsdos tumble ode torts oan .feltsoe gatbatt 
Motdsotideq <sodtiw beatmexe bm Bett? Tast, ed 
festdisaq, odo mor? esbidetnoy gey 
sles? to aduos £f6 mi sesds satdetfdeq. . datoqbipea 
wet © set bigow tt , bevloyebeatiew edd’ hes goon ent - 
os aver bleowyoy iced -bedeticve mend toy OF -Sts9Y 
os new oredd omtt yrevs S8neqxe tines ds $1 egnsdo 
. s89e0> at sagetoal 
iis od bloow suetit gadd esa tonmsn IT «A 
-beselo sro ar gt sical waitietldug at saneqxs dar? 
beolrps add agreuid mwob tdate attzow dotdw nottsol? 
-sisozs 
lo eves Lie fot datas voy c'ncl = «pp wd Ve 
tneteTLeh asSuted udivem Sas ame To seqyt taemTite ~ 7 


ANGUS, STONE . % 
“ees waruac Hughes, cr-ex 13812 


(McDonald) 


points all across Canada, you would have thousands of 
them? 

A. I don't think so. You would certainly 
have your different types of cars, but this would be 
taken into account in the classification, the kind of 
car that the commodity usually travelled in. You 
already have route tables printed, you already have 
distance scales. 

I do not see that there would be any more 
work. There would be probably considerably less 
work for years, and there would be considerably less 
work because in essence there will be a competitive 
type of tariff and there will be a captive type of 
tariff so you would not have so many tariffs around, 
all kinds of different ones. 

Q. Do you know any business in the free 
economy that publishes the costs of its services or 
the product it hasto sell? 

A. Well, I am not talking about free 
business enterprise. We are talking about a public 
utility. 

Q. Do you know any public utility that 
publishes its costs of all the services it renders? 

A. United States railroads, yes. 

Q. What do you refer to there, the burden 
study? 

A. Yes. 

Q. But that is a really different --- 
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1 
; each type of car or line terminal costs and so on. 

Q. You take any business, do you know any 
: businessman in Canada that publishes his costs for 
P his service or the goods he has to sell? 
: A. No, because most businessmen in Canada 
: are not public utilities in the position that the 
; railways are in. 
‘ Q. I am just speaking of general businessmen, 
: as a practice. It is unknown in Canada, is it not? 
Py A. Yes, but I am not asking you to publish 
a costs if there is a section in the Board of Transport 
. Commissioners that can do it, that can look at them, 
F I am not asking for publication of costs unless this 
thing is not set up in the Board. 
. Q. Don't you ask for it in your brief, in 
% your submission, publication? 
ze A. I think I qualified it -- no, I did not 
4 qualify it, but I am qualifying it now and I have done 
af for the last two or three days, that if an adequate 
P cost-finding section is formed in the Board, there is 
% somebody there that knows about out-of-pocket costs, 
é it is not necessary to publish them. You would be on 
a the same basis as any public utility, because the 
F Public Utilities Commission of British Columbia and a 
4 lot of others know the costs of the electric 
‘ utilities and gas utilities and S50 on. 
F Q. Do they send to each consumer what it 
P costs them to produce the electricity they are selling? 
29 


A. No, and again I am not asking for that 
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to be done if there is a cost-finding section in the 
Board. 

Q. Another thing, how are the railways 
going to negotiate rates with shippers if those shipper 
know their costs? 

A. It all hinges on the same thing. If 
there is a cost-finding section, you would not need it. 
In the United States this happens, the shippers know 
roughly the costs, they know the type of car, they 
know the length of haul and so on, and it has done 
very well in the United States. 

Q. Well, we are dealing with a little 
different situation in Canada, because you would 
realize, getting to the practical standpoint, if you had 
some goods and you wanted to ship them and-you were 
trying to get a rate on it and if you knew the costs 
of the railway, you know where you would be starting 
your negotiations, at that cost plus 1 per cent. 

A. Well, you would be starting at out-of- 
pocket costs. 

Q. My submission is that it certainly 
would not be workable, and that is what our rate people 
tell me. 

AS This is why I say again that if you 
have a cost-finding section then maybe it would not be 
necessary. 

Q. Then they would not be made public, they 
would be just given to the Board. 


A. That is right, just filed. 
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Q. Then did you make any study to determine 
how long it would take the railways to prepare these 
minimum rate tables? 

A. Well, I said that I think it would take 
three, five years to get the scheme put in. I said 
that yesterday. 

Q. And then how often would they haveto be 
revised? 

A. Well, the railways now know a great deal 
about their costs, they have been doing cost studies 
-- it was said in the transcript, Mr. Stenason said 
they have been doing it for ten or fifteen years, 
and they have costed pretty well every major commodity, 
now, so the costs are already there. 

Q. Once you get it in, three to five years 
to put it in, and there are cost changes, there are 
wage increases, fuel increases and tax increases and 
so on, how often would these have to be revised? 

A. Well, I think that when the minimum 
schedule is there, then some reasonable forecast will 
have to be made of increasing costs. | You don't want 
the costs as of this minute. If you expect a wage 
increase tomorrow, then you would have to adjust for 
it, as we do now when there is a percentage increase. 
Then the Board takes into account what is going to 
happen tomorrow, what is going to happen in the 
reasonable length of time. 

What happens when your costs for other 


traffic go up? You don't have to go through and 
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alter all your cards. You know approximately what 
that increase is. 

Q. I am talking about your proposed 
system, your minimum rate schedules which reflect 
variable costs. They would have to be kept up to 
date. 

A. No, not every day, they would not have 
to be kept up to date. I think it is reasonable, 
with a bit of give and take in this, I think we can 
forecast pretty well the level of costs at least a 
year ahead. I know it is difficult to do,but the 
railways have had an awful lot of experience in 
costs and they should know something about the likely 
trend of events, say, in the next year's time. 

Q. Take an example. Suppose there is an 
increase in wages given to engineers and firemen, for 
instance. How are you going to figure that out in 
your costs on all these various shipments? 

A. Well, it would either come in the 
terminal group or route arbitrary or distance, but 
you would not be putting an increase in the terminal 
costs onto the line haul or anything like that, or 
branch line costs onto main line costs. I think it 
would be fairly simple to do. 

Q. You think it would be fairly simple. 
Then have you made any estimate of the cost to the 
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A, As I have said, I think they; have alread; 
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done it for a great many commodities, so I don't think 
there would be too much additional cost, 

Q. Do you know the number of schedules 
that would be involved? 

A. There would be one basic schedule and 
this is the distance one. There would not be thou- 
sands of schedules. There would be the basic 
distance scale there, not a great number. 

Q. What about the varying costs for 
different commodities? 

A. This is taken account of in the classi- 
fication. To handle grain, for example, it may cost 
exactly the same as a hundred other commodities and 
they would all come in the same part as far as handling 
characteristics are concerned, cost of handling. 

Q. Would your cost schedules cover separatel 
box cars, covered cars, tank cars, coveredhopper cars? 

A. No, again this would be incorporated in 
the classification. We know that grain normally 
travels in box cars or iumber very often travels in 
box cars also, but knowing these things about commodities, 
we know the way they normally move and we know the 
cost, they normally move in box cars and so on. This 
would be incorporated into the classification. 

Q. Do you know whether any railway has 
published these minimum rate schedules? 

A. Well, I know that it is not very hard to 
find the I.C.C. costs for various types of cars. 


Q. Has any railway published these minimum 
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rate schedules? 

As Yes, in France. 

Q. In France? 

A. That is one country. 

Q. Are they published there? 

A. Yes. 

Q. How long has it been in effect? 

A. I am not sure, but I think it is since 
1950 they have been published in France. 

Q. Is that on the same scheme as yours? 

A. Pretty well, yes. 

COMMISSIONER MANN: Mr. Hughes, the 
British Transport Commission does not publish minimum 
rate schedules, but does it have a pretty good idea 
of its variable costs? 

A. Oh, yes, they have cost teams, they 
have had cost teams for a long time now, and they know. 
They stated objective is not to make a rate at less 
than out-of-pocket costs, and they have gone now to 
find their out-of-pocket costs, and it is really 
surprising, I think. 

COMMISSIONER MANN: There is nothing in the 
British law that prevents the British Transport 
Commission from publishing rates below out-of-pocket 
costs. 

THE WITNESS: No, there is nothing to 
stop them at all. 

COMMISSIONER MANN: Thank you. 


THE WITNESS: Excuse me, Mr. McDonald. 
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The French railways first published, to be exact, 
their minimum and maximum with arbitraries for the 
terminals, in 1947, and this took them since the end 
of the war, about two years. Things were getting on 
when the war was over and it took them about two Years, 
it took them to March, 1947, to get their first 


publication in. 
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COMMISSIONER MANN: And you relate your 
minimum cost to variable schedules? 

THE WITNESS: Yes. 

COMMISSIONER MANN: And those are the 
schedules below which the French railways will not go? 

THE WITNESS: These are what are called 
direct costs and from the records of the United Nations 
Cost Committee, in the book that I have been reading 
on that, they define "direct cost" as "out-of-pocket 
eost". 

COMMISSIONER MANN: Thank you. 

MR. McDONALD: Q. Well, in paragraph 56 -- 
route cost -- on page 15, you say that unless the 
railways do allow route cost @ifferences to be reflecte 
in the rate, they will continue to encourage truck 
competition along what should be the most profitable 
lineswhile they will be left with unremunerative 
traffic elsewhere. 

What I understand from your submission on 
this point -- I just want to make sure that I am clear 
on it -- is that the railway must take into considera- 
tion, in fixing its rates, the higher cost incurred, 
say, on light density branch lines. 

A. If there are high costs there, it would 
do. 

Q. You add that. 

A. Yes. 

Q. For instance, you would assume that on 


your main line, where you had high density traffic, 
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you have lower costs? 

A. If there were lower costs; but you 
may have high terminal costs because of congestion. 
It all depends on how the cost figures come out. 

Q. But suppose you have 40 miles on a 
branch line and 500 miles on the main line, this 
portion on the branch line, on account of low cost 
difference -- you would have to add something to that. 

A. Yes. 

Q. For instance, take some specific 
examples. Take the Hudson Bay Railway operated by 
Canadian National. According to your theory of 
costs, if it is found that the costsfrom this line are 
higher than on the trans-continental line, this should 
be reflected in the rate. 

A. No; it would be reflected in the minimu 
rate schedule; but you have already said yourself 
that the C.N.R. wouldn't want to carry traffic at less 
than out-of-pocket cost. It would be lower than out- 
of-pocket cost. But it is up to the railway to do 
what they do in the tariff. 

Q. Well, the tariff? -- I thought your 
minimum rate schedule -- I thought that was the founda- 
tion for your tariff. 

A. It certainly isn't the tariff. This is 
the level below which the railways! rate would not be 
allowed to fall. 

Q. So, therefore, following along with the 


Hudson Bay Railway, we heard the evidence of carrying 
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grain up to Churchill. There is practically 100 per 
cent empty return movement of those cars, so it costs 
more to handle grain to Churchill than the head of the 
lakes. 

A. Yes, I can quite see that. 

Q. Therefore, according to your theory of 
costing, that extra cost should be reflected for 
these movements. 

A. No; I say the minimum ratesschedule 
would reflect that; and if the railway wanted to re- 
flect it in the tariff for any reasons -- very good 
reasons, oi course -- then there is nothing to say 
that they shouldn't keep the relationship. But we 
want to make sure that the Hudson's Bay Railway was 
not carrying at less than out-of-pocket cost and the 
burden being put somewhere else. 

Q. If the costs were higher on that route, 
then the floor for your rates... 

A. The floor would be higher. 

Q. - - - would be higher. 

A. Yes. 

Q. And you couldn't come below that. 

Then, there is another instance in British 
Columbia, the Canadian National line: to Prince Rupert, 
which is about 200 miles longer than the line to 
Vancouver ; and you know the rates in Vancouver and 
Prince Rupert are equalized, I understand. 

A. Yes. 


Q. So, therefore, on your theory of costing, 
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then, the floor on all those rates would be based on 
the actual cost on the Prince Rupert line for Prince 
Rupert traffic. 

A. Certainly there is an element of 
grouping here. What do we understand by grouping? 
Is that your question? 

Q. No; this is routine. You have one line 
going to Prince Rupert and you have another line going 
to Vancouver. Strictly applying your cost of 
service on traffic going to Prince Rupert, to get 
the floor, we would have to determine the actual costs 
on that line which would take into consideration the 
extra mileage. 

A. Yes; the floor would be different in 
both cases if the costs were different. 

Q. And the line for Prince Rupert being 
200 miles longer, isn't it reasonable to assume that 
the costs would be higher? 

A. Yes. 

Q. So the floor for all rates on that 
line would have to be higher than those to and from 
Vancouver? 

A. The floor would have to be different; 
not necessarily the rate. 

Q. Then, we have other lines that we can 
speak of in the Canadian National. There is a line 
in the Province of Quebec from St. Felicien to 
Chibougamau, where there is a new line, and from 


Beattyville to Chibougamau. 
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A. Yes. 

Q. On your floor theory the rates on 
the lines would depend on the actual cost of handling 
the traffic on the line. 

A. Yes; the C.N.R. doesn't want to, carry 
traffic at out-of-pocket cost, so there eee no 
objection to that. 

Q. Then, in paragraph 73 on page 20, you 
refer to: 

"Competition and its relationship to 

"minimum carload weight is discussed by 

"Pr. Joel Dean « té..0. -" 

This deals with the United States situation, doesn't 
it -- only. 

A. res. 

Q. And I suggest to you that that has no 
reference, or has no application, to the situation in 
Canada? He speaks of ". . . on LCL freight, the 
lowest rail rate is for 5,000 lbs... ." That 
situation doesn't prevail in Canada? You are aware of 
that? 

A. No; but the principle he is talking 
about applies to Canada. In my opinion, it does. 

Q. He is speaking about... 

A. He says this: 

"Tf the loss of revenue and goodwill were 

"not so serious, it would be almost ludicrous 

"to see car after car moving half-empty 


"during critical freight car shortages, 
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"while little is done to induce shippers 

"to load cars heavier." 

This is the kind of principle he is talking about. 
It is also my opinion. 

Q. But you are speaking of LCL traffic, 
and the situation regarding LCL traffic in Caneda 
and the United States is different. That is all I 
want to point out. 

A. Yes; well, you are pointing out the 
difference in the United States, and I agree. 

Q. You couldn't take this statement holus- 
bolus and apply it to the situation in Canada? 

A. No. 

Q. Then, on "Recovery of Overhead Costs", 
paragraphs 80 and 81 on page 22, for the purpose of 
your submission, I will accept your proposition that 


" 


- - e Gistribution according to the value of 
"service..." 
and ". . ,. distribution of overhead by a standard 
"mark-up of the out-of-pocket cost incurred ..]." 
is an acceptable method. But, having accepted that, 
why do you depart from it when you come to captive 
traffic, where you recommend applying maximum rate 
schedules to the fully distributed costs, as set out in 
paragraph 114. 
R. Well, the competitive shipper needs 
protection, and I base this on the public utility 


theory and on the old common law that where a man pro- 


vides a common necessity -- I am not a lawyer and I 
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don't know too much about it -- but Sir Thomas Aquinas 
indicated that a just and reasonable price should be 
charged where there was an actual monopoly to the 
person using it -- that that monopoly should be 
protected in some way. 

Q. Isn't that just exactly the position in 
Canada today? You say a just and reasonable price 
should be charged, and under the Railway Act, the 
Board has power to set just and reasonable rates. 
Doesn't that follow the same principle? 

A, It isn't exactly the same, because the 
price in these ancient monopolies, in so far as it was 
just and reasonable, was the cost to the producer plus 
a fair profit. This was their just and reasonable 
price. 

Now, then, on any particular segment of 
traffic the rate could be much more than the cost plus 
a general return on the work done, or the investment. 
So it isn't exactly the same as you have now. 

Q. Well, I don't see the difference of the 
situation. 

A. Well, now it is the rate of return to 
the railway as a whole and not the rate of return on 
any individual traffic. 

Q. But the Board of Transport Commissioners 
has the power to fix just and reasonable rates. 

A. Well, it has the power to do so, yes. 

Q. Going along with your suggestion, 


instead of putting in maximum rates on the captive 
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traffic based on fully distributed costs, why not leave 
the matter to the Board of Transport Commissioners 

to decide what are just and reasonable rates for that 
traffic? 

A. If it is just and reasonable rates 
in the light of costs, I would tend to go along with 
you. 

Q. Costs would be one factor; but the 
value of service would apply the same as you apply it 
to the captive traffic. 

| A. One reason is that I think that rates -- 
and I have gone along all the way in this -- that 
rates should all, in one way, be related to cost; 
the’'rates should be cost-oriented; and the traffic 
should be allocated to the real value of transportation 
and not according to the free play of co-ordination; 
and this is precisely the situation, I think, which 
Mr. Stenason was talking about in the long extract 
from the book. He thinks the same thing, evidently. 

Q. Well, I may not agree with you, but I 
believe that costs are one factor to be taken into 
consideration in fixing rates, but I suggest on this 
captive traffic there are other things that have to be 
taken into consideration, and that the control of the 
ceiling on these rates should be left to the Board of 
Transport Commissioners. 

A. That may well be the ceiling, but if 
we look at the burden study, it may be less than the 


maximum rate schedule we propose; it may be above. 
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Q. All those things come in, and they would 
be lower. 

A. I certainly think the maximum should 
be cost-related; and if it was set by the Board it 
would not necessarily be so. 

Q. Then, these views which Mr.Brazier 
expressed are the views of the Province of British 
Columbia and not necessarily your views as an economist. 

A. These are the views of British Columbia, 
yes. 

Q. Do you, as an economist, separate from 
British Columbia, mean to tell this Commission that 
it is your considered opinion on recommendation that 
the railways should publish maximum rates on all captive 
traffic based on fully distributed cost? 

A. Og, ie 185 

Q. You are quite... 

A. It is my opinion, and it is Mr. Stenason' 
opinion, from what I got on reading the book. 

Q. "Ts that what it is based on? 

A. No; I base it on my opinion, and I say 
he backs my opinion up. 

MR. McDONALD: Well, Mr. Chairman, the 
next point is a new one. 

THE CHAIRMAN: We will adjourn until ten 


o'clock tomorrow morning. 


--~Ad journment. 
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Ottawa, Ontario, 
Thursday, 
June 9th, 1960 


---On commencing at 10.00 a.m, 
THE CHAIRMAN: Order, please, 


WILLIAM HUGHES, continued 


CROSS-EXAMINATION BY MR, McDONALD (Cent'd): 


Q. Mr, Hugnes, I would like to refer you to 
yesterday's transcript, Volume No. 78, at page 13791, 
pane. Ll, I will read it te you. You will probably 
remember it. You say in your answer there: 

"But, I do know that the coastal 

people no longer sell any dimensional 

lumber in central Canada, and the reasons 

-- and tne traffic manager of MacMillan- 

Bloedell told me that it was tne per- 

centage increase tnat nad taken tnem 

rignt out of the market and they could 

net get inte it." 

And then later you stated it was not Mr. Campbell 
but anotner traffic manager, on page 13793 -- 
"Tt was anotnuer traffic manager, 

at Vancouver Island plant wno teld me 

taat," 

Now, I would like to know tie name of tnis man wio gave 
you tnat information, 
A. I don't know his name, He is tue 


traffic manager at tne Alberni plan’ cf MacMillan- 
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Bleedell. 

Q. I am informed there is only one traffic 
manager of MacMillan-Bloedell, and tnat is Mr. Campbell 
wne is sitting in tne room, and that your information 
is not correct, that tney are selling dimensional 
lumber in tne Toronto market now? 

A. yes, I wasn't trying te be misleading. 
Tnis was to the best of my belief. 

Qe Mr. Campbell is in tne room and I con- 
firmed this statement with him, that they are selling 
dimensional lumber in the Toronto area, 

Then would you refer to Part 2 of your 
submission, page 25, paragrapn 92? You state; 

"Cost-oriented rate making is inm- 
pessible if rates are to have aa re- 

gard for tne costs of a competitor 

rather than of tne railway itself." 

Now, let's take a nypotnetical case, wnere tne cost of 
a competitor is 40 cents per 100 pounds, tne railway 
variable cost is 35 cents per hundred pounds. Wnere 
would you place the rate, as an economist? 

| Well, as a rate-making man, which I am 
not, I would put it somewnere near the 40 cents, but I 
certainly wouldn't put it over 40 cents. As an 
economist, I wouldn't set tae rate at all, I would let 
the market find the rate. But I wouldn't nave a 
rate over tne cost of the competitor, ebviously. 

COMMISSIONER MANN: Before we leave tnat 


point, Mr. McDonald, if I may ask Mr. Hugnes this 
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question, You would take into account, I suppose, 
the service characteristics of the competing motor 
transportation, would you not? For instance, if this 
is a line-haul rate of the railways, the variable cost 
of the line-haul movement was 75 cents, you would have 
to find out whether there was any pickup and delivery 
cests attached to tnat, and you would also want to 

have a leok and see what your speed of service was, 

and then yeu would set your rate in the light of all 
these facts? 

THE WITNESS: Yes. I believe when the 
railways set the piggyback rates tney look at all the 
service characteristics and set a rate at whicn they 
think they are going to get the traffic, yes. 

MR. McDONALD: Q. As to the sé eakied 
captive traffic, would it net be a reasonable propesi- 
tien from tne economic standpoint to place the rates 
at a level which will provide tne free movement of 
the traffic and maximize the railways' earnings? 

A. Would it net be --- 

Q. Would it not be a reasonable proposition 
from the economic standpoint to place the rates at a 
level wnich will provide tne free movement of tne 
traffic and maximize the railways' earnings? 

A. I tnink -- and again Mr. Stenason is 
in agreement witn me here -- I tnink that traffic 
which is captive traffic should get tne benefit of 
any cost advantages that tne railways get. Lt is 


always at what the traffic will bear, trying to get 
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wnat the traffic will bear, but it will not get any 
cost reduction threugn modernization er anytiing else, 
they are always there, and I think there nas to be a 
ceiling on tne captive traffic related to tne cost of 
previding the service, and this is in the interests 

ef the railways, toe, I am net tae only one who 
thinks that, It is borne out in the British Columbia 
pesition, and it is also in the book, 


MR. McDONALD: Tnank you very much, Mr. 


Hughes, I realize tnat yeu and Mr. Guest and Mr. 
Brazier have done a tremendeus lot of werk on this 


brief, and ne doubt the Commission will enjoy reading 
it and studying it. 


THE CHAIRMAN: Mr. Sinclair? 


CROSS-EXAMINATION BY MR, SINCLAIR: 
Q. Mr. Hughes, in answer to one eof my 
friends speaking to you about the Britisn Transport 


Act ef 1953, you said it was a leng time since you 


have been there, I take it that you have beén in 
Canada, wnat, four or five years? 

A. I nave been in Canada three years and 
in the United States two years. 

Q. And in this period yeu have cencentrated 


on transportation economics in furtherance ef your work 


in British Columbia? 
A. Among other things, yes. 
Q. Before I put to you 2 number of question 


relating to your rate-making proposals, there are a 


few points in Part 1 of your submission that i would 
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like to deal witn, if you don't mind, Se would you 


turn to tnat? 

In a number ef these tables wnich you nave, 
for example, Tables 9, 10, and se on, you do not attempt 
in any way to weight these by the commodity mix, do you? 

Pr Tnese are welgnted by the ameunt of tens 
moving in each rate category. If yeu take the nen- 
competitive, for example, there are 100 tons, as an 
example, moving at that; competitive there are two tons 
moving at that; agreed charges, say, five tens. It 
is all in the various tonnage in each group to give 
a weignted average. 

Q. Wnat about tne various types of traffic 
within, fer instance, agreed charge traffic, and there 
is a large variation in the rates depending on ens 
type of the equipment they use, tne loading characteris- 
tics, and ether things. You doen't try te weight that 
out? 

A. No, These tables are net misleading. 
Taney say exactly what they are supposed to say. To 
gei around to just exactly what type of commodity is 
carried at agreed charges and split into groups and 
length of haul, and so on, tnis is beyond the re- 
sources of the province. 

Q. So tne relative position of British 
Columbia could change materially by introducing a 
factor for commodity mix? 

A. No, I don't think so, because wnen you 


get down to doing that you probably find you nave no 
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carloads in the sample in the particular area, and 
there may be actually a lot of traffic, and if you 
look at it it is fairly small, but if you subdivide it 
there is no traffic, 

Q. Let's say, for example, there was a lot 
of lumber moving in British Columbia relative to other 
commodities, and there was a lot of coal moving ia 
Alberta relative to other commodities, do you not think 
that would nave an effect on your weighting under the 
present rate structure? 

A. I don't really see how it affects these 
tables. If you do it for Canada as a whole you could 
weight it like that, but if you take it for British 
Columbia -- and this is wnat the tables do for tne most 
part -- then Alberta coal nas not much influence on 
tne lumber, These tables do what they say tney do, 
and if you subdivide it you don't get the picture, 

Q. You would agree that the value of trans- 
portation in relation to the selling price nas some 
impact on the freight cnarges? 

A. The value of transportation to the 
selling price has an impact on tne freight charges? 

Qo Yes, 

A. I don't know. There is an example in 
here that I used, 

Q@. What is tnat? 

A; Table 15-A. When you see lumber and 
selling prices, you see the selling price in Winnipeg, 


$90 for hemlock, the freight charged to Winnipeg,$32.20 
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ANGUS, STONEHOUSE & Co. LTD. Hughes, cr-ex 13836 
TORONTO, ONTARIC (Sinclair) 

Now, then, since tne prices of lumber dropped con- 

siderably over $20 in the last week or two, I under- 

stand, then the freight charges certainly haven't 

come down $20, Wnoat I am saying is that the freight 

charges are not flexible with the selling price of the 


commodity. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Hu ghes 3 


cr-ex 13637 
(Sinclair) 


Q. That is true; but what I am saying to 
you is that, for instance -- I don't know what 1,000 fpm 
is -- but you mean the equivalent, whether the commodity 
is of much lesser value; the impact of the freight 
charges on a much lesser-value commodity has a less 
effect. 

A. Yes. If you were putting very high 
freight rates on bricks, for example, they would only 
move a few miles. 

Q. That is about one ton -- a little over 
a long ton? 

A. Tes. 

Q. Grain, hemlock and fir, a little over a 
long ton -- do you know what it would be worth in the 
Winnipeg market? You say $90. Is that an actual 
price? 

A, It was when this table was constructed. 
It is somewhat less now. 

Q. Did you ever hear of any coal drawing $90? 
Let us take canal coal which, I think, is about the 
most expensive; and I think it gets to about 45 tons 
delivered in Canada; that is half the price. Do you 
know of any coal... 

A. Well, I know that coal freight rates 
are much less than lumber freight rates. 

Q. And you think that is a proper thing. 

A. Well, this is probably the best position 
the railways can get. They are trying to maximize 
their rates and that is the way they do it for coal, 


and are probably trying to get as much revenue out of it 
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Q. Do you think that is a proper thing? 


AN From the point of view of the railway 


3 

4 it is a proper thing. 

5 Q. And a necessary thing to enable the 
railways to be financially strong, I suggest to you. 

7 A. Yes. 

3 Q. Now, just one little point on page 22 

9 of part 1. 

10 You are quoting the Henry study -- the 

rr Henry and Associates study -- in the Rowell-Sirois 

2 Royal Commission which was done, I think, about 1937 or 

13 1938, and following that you have a paragraph: 

14 "The railways were constructed in uneconomic 

" "locations and became instruments of national 

1. "policy. Although these aspects were con- 

ie "sidered by the Turgeon Commission, the 

a "disadvantages remain for the British Columbia 

i, "Shipper who must ship over a route to his 

- "market which was more costly in construction 

4 "and more circuitive than it could have been ..}”" 

22 And Henry and Associates, in the quotation 

93 immediately preceding that, made specific reference to 

24 the line between Central Canada and the Maritimes. 

25 I suppose you quoted this in support of your 

26 statement of circuity, did you? 

27 A. Just a second. Well, that is one thing, 

28 with the Inter-Colonial Line. 

29 The other thing: 


| 30 " . . as an alternative, a connection between 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes, cr-ex 13839 
(Sinclair) 
1 
5 "Central Canada and British Columbia could 
; "have been provided by a line running from 
, "Sault Ste. Marie through Northern Michigan, 
: "Minnesota, Manitoba and the Canadian Northwest..." 
P which indicates that the line is not a direct line; it 
; is not as short as it could have been. 
" Q. Let us look at Canadian Pacific across 
P the country. Canadian Pacific has the short line 
by between the Prairies and the B.C. Coast; is that correct 
" A. Yes --in Canada, yes. 
2 Q. Do you get from Winnipeg to Vancouver 
i by the United States? 
wn A. No; but you can get a shorter line 
. from Sault Ste. Marie; this is the way the pipeline 
i goes. 
7 Q. Let us not get any more confused about 
bi what is west and what is not west. I am speaking of 
io the Prairies now. The short route from the Prairies 
bs to Vancouver -- from Winnipeg and Regina and all the 
bi way along the line -- the short route is the Canadian 
; Pacific route rather than by Edmonton. 
j A. What I am trying to say is that the short 
7m line route was evidently, on this opinion, through the 
$6 United States. I am going by what he says. I have 
26 never studied mileages and distances, but Ithink Mr. 
97 Henry knew what he was doing. 
2 Q. That is one of the difficulties, that you 
1 must analyse statements a little bit, because quite often 


people fall into error and somebody takes something out 
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ANGUS, A kisaie LTD. Hughe S er-ex 13840 
(Sinclair) 


of these Royal Commission reports that is probably a 
myth and blow it up as though it was a fact. 

Let us take a look at this. You have agreed 
that the Canadian Pacific has the short route from 
the Prairies to the Coast? 

MR. BRAZIER: Part of the Prairies. There is 
Saskatoon. 

MR. SINCLAIR: Yes; I will take Saskatoon -- 
the mileage Saskatoon, Calgary to Vancouver as 
against Saskatoon, Edmonton, Vancouver. 

A. If you don't mind, I am looking into 
this. 

Q. Let us go to the next place, and that is 
from Central Canada. Have you ever checked the 
mileage to Winnipeg via the Detroit gateway from 
Eastern Canada? 

A. No, I haven't. 

Q. I suggest itis longer. Have you ever 
checked the mileage via Sault Ste. Marie to Winnipeg? 

A. No. 

Q. From Toronto I again suggest that it 
would be longer. Then, let us go down to the Maritimes. 
Have you ever analysed the railway routes to the 
Maritimes? That has been done, and it is published. 

I wonder why you didn't take a look at that. I think 
you will find, if you do, Mr. Hughes, that the Canadian 
Pacific has the short line to the Maritimes through 
Maine. Have you ever checked that? 


A. No, I haven't checked on it. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes, cP-ex 13841 
(Sinclair) 


Q. So, you see, it could well be that in 


2 
1927 when somebody was reaching for the route to assist 
K 
the Maritime Provinces, they put it on railway mileage 
o 
of one single route; but that wasn't the route that 
5 
governed the rate-making. Did that ever occur to you? 
6 
A. But this isn't entirely true about 
7 
Canadian Pacific; it is not true about Canadian 
8 
Pacific to the Maritimes, and it is not 
9 
Q. Do you consider that the long route sets 
10 
the rate in Canada? 
11 
A. No, it is the short route that sets the 
12 
rate in Canada. 
13 
Q. Then, how is British Columbia disadvantage 
14 
by more circuitous railway lines than it could have 
15 
been? 
16 
A. Well, it is fairly obvious that if the 
17 
short line is charging short line mileage and the long 
18 
line is charging short line mileage, then the long line 
19 
is charging at below cost. If the one line is right, 
20 
then the other one is higher than cost. This is a 
21 
dissipation of economic strength. 
22 
Q. You think railways could set rates on 
23 
the variable cost... 
24 
A. No, I don't. 
25 
Q. . . . of the short line mileage, or do 
26 
they put it at something over the variable cost of the 
27 
a short line mileage? 
A. I don't know, because I have no access 
29 


to the cost information. 
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Q. Well, you really have no support for the 
statement you have made except Mr.Henry, and you haven't 
analysed that to support it. 

A. Yes; I have read it very carefully, 
and it seems to me that Mr.Henry knew what he was 
talking about or he wouldn't have written it in a Royal 
Commission report unless the statement had some 
foundation. 

Q. That is quite a statement, that it wouldn! 
be written in a Royal Commission report unless it had 
some foundation. Are you going to say that just 


because it is in a Royal Commission report, that makes 


COMMISSIONER MANN: I think he’is talking 
into the future, Mr. Sinclair! 

MR. SINCLAIR: He must be. 

THE CHAIRMAN: Or the past. 

MR. SINCLAIR: Let us take a look at the 
other part of it. I think you said to my friend, Mr. 
Cooper, that the railways may be used as instrumental 
for national policy. You agreed to that. 

A, Yes. 

Q. If I put it another way, I take it you 
would agree that the railways have been used for 
national policy as distinct from being instruments 
of national policy. 

A. I fail to see any distinction. 

Q. You wouldn't agree, from your study of 


Canadian rates and the use of these rates, that the rate 
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TORONTO, ONTARIO Hughes 3 
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structure has been used for purposes of economic 
advantage to given areas. 

A. Oh, I certainly know that is the case, 
especially in the Prairies. 

Q. For instance, an example is the bridge 
subsidy, isn't it? 

A. Yes; that gives a great advantage to 
Ontario. 

Q. And the Maritime Freight Rates Act is 
another example, is it not? 

A. Yes. 

Q. And the removal of the mountain differen- 
tial might be another example? 

A. Well, I don't think you are’right. 
You see, you pick out two examples there where the 
railways don't suffer any loss of revenue. What I am 


talking about is burden on the shippers such as through 


the statutory grain rates, or probably keeping a line on 


that is uneconomic and it is not in the national interest 
to abandon it. Those are the things I am thinking of. 
You mention the mountain differential and that is a 
different matter completely. 

Q. What you had in mind were burdens that 
were placed on the railways by an obligation under a 
statute. 

A. Yes; and other shippers pay for it. 

Q. Well, we will discuss that latter part 
later. It would still be an obligation where they were 


being used as instruments for national policy, or as 


leer some > oO 
7, f i a t (99k Pak vel fee 
a Pst castasvee suena 0 veut tase! secrete 2, 
4 at $oA 2evsh tdgiotl ambdiwM oft beA DO ae | 
Tio what volquaxe tedtone \ 

OO dt tho TS 


-roTe lity alstrvem edt to Levemir odd BAA LB Tene F 
y,  Sekquexe redione od sigtt Lett 7 

wtdsis sas doy Matdd s8a0b Tt .ffeW)) AF ie a 
7 ast? erernw evedt asiamexe ows suo 4otq voy Daal 
ms I éscw . SLB VOT te eae yos sotwa t*xob seyswitsat | 
fagvords ae dove atoqgtia ond? no nebrd mt éuods gntiled — 


2 
| ae oak s gmtased yidedorq to .eotet aterg Yrotutate et 1. 
ha) essedat feootins ot at tom eh ci due olmonooenp et dads Le 
“to salsaddd ms I! egakdé O92 one snout? dt wobaedsves [| 
s st tedt One manent 
. theta lqmes tettam tnersTitb 

tei? ssebivd svew balm mh ban voy sefW = .p 
« Tebray aottagt ido as yd avyewltet oft no beoriq ma 
2k TOL Ned HRCA SEREG ee queY | Aw ie ae 
jusq stedtel tedd eassetb abe 9¥ Liev .9 
ertew yard enue rorssatide a8 od fitte bivow fs 4 


re 


LB 


oe 


“neue Sonowros oman” = Hughes, er-ex er 


(Sinclair) 


instrumental, no matter who paid for it, would it not? 

A, Well, the railways seem to assume all 
sorts of obligations that nobody tells them to do. 

Q. Let us take the statutory grain rates. 
They are not assuming those without anybody telling them 
to do so. 

A. That is one; but you mentioned the 
mountain differential. The C.P.R.doesn't want to get 
out of that, and I don't know that -- officially, I 
don't think you were told to reduce the rates in the 
mountains. 

Q. The Canadian Pacific thought there was 
justification for that, Mr.Hughes, and after full 
inquiry, they determined that there was justification 
fer it. There was a judicial inquiry into that, wasn't 
there? 

A. Well, that is one case of statutory 
grain rates, and there are a few items which are in the 
actual tariff; and yet there are many items in the 
tariff where the railway thinks there is an obligation 
to carry this stuff. 

Q. You had quite a little discussion here 
about corn flakes and things iike that. Now, corn 
flakes and things like that are not under the tariff at 
all. 

&. I was going on the word ot Mr. Edsfrorth. 

Q. He wasn't talking about corn flakes; he 
was talking about oatmeal. 


I am glad you brought this up. Do you think 
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that, under the obligations of the railway to carry 
grain and flour at a fixed rate, they could carry the 
by-products of the milling process for a higher rate 
and still not practise un just discrimination? 

A. I can*t see that any Board would rule 
anything as indiscriminatory if the rate was set below 
the out-of-pocket cost -- I can't see how any Board 
would call it unjust discrimination. They couldn't 
force the carrier to carry at a less cost than that. 

Q. Well, let us take it, for example, that 
they have by statute fixed the rate for goods at the 
moment. 

A. That is statutory. 

Q. It has no reference to just and reasonable 
ness whatsoever. 

A, That is a statutory agreement. 

Q. It is a statutory rate under the Railway 
Act today, isn't it? 

Are you suggesting to this Commission that the 
railways could carry the by-product of the milling 
process at just and reasonable rates notwithstanding 
the statutes? Is that your suggestion? 

Rs That is not my suggestion at all. 

Q. Then, why did you mention the fact that 
the railways, without any obligation, had extended the 
statutory rates to milled products? 

A. It seems to me that the railways assume 
that obligation without any statute to say that they do 


it. The railways do it voluntarily; and I am sure 
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nobody has told them to do it; and I don't think there 


is anything in the Railway Act that says they have to do 


Q. You are saying -- it is your inter- 
pretation . .. 

A. That is my interpretation. I am not a 
lawyer, but that is my interpretation. 

Q. Your interpretation would be that the 
railways could put everything except grain and flour -- 
that is, the by-products -- ona just and reasonable 
level of rates tomorrow by filing a tariff. 

A. That is my interpretation of the legal 
position, yes. 

Q. Thank you. 

A. Am I right? 

Q. Did you ask Mr. Brazier if you were 
right? I would like to have Mr. Brazier's answer on 
the record. 

THE CHAIRMAN: I think we can excuse him. 

MR. BRAZIER: We were talking about beet 
pulp. 

MR. SINCLAIR: My friend wants to discuss 
beet pulp as being different from by-products in the 
milling process in regard to animal feeds. I wuld 
be glad to discuss that with him. 

Q. Now, Mr. Hughes, I refer to one little 
matter in Part 1 that is in the area, in my respectful 
submission, of myth, and we will discuss this for a 


moment. It is this: 
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"British Columbia pays the freight both ways." 


THE CHAIRMAN: Which page is that, Mr. 


3 
Sinclair? 
4 
i MR. SINCLAIR: Page 25. 
‘i Q. It is described as a paradox. Just let 
y us take a look at the products moving into British 
g Columbia. The shippers of these commodities must 
meetean .o. 
9 
in A. Which commodities are you talking about? 
é If you are talking about pipe and steel, that is 
correct. 
12 
13 Q. Let us take bottles. 
ia ie Bottles from California as against 
he Alberta bottles, yes. Pipe and steel; I don't know 
16 of any other article. 
t Q. Automobiles? 
A. No, not automobiles. You can't say 
18 
19 that an American automobile is the same as a British 
20 automobile on a Volkswagen or anything else. You are 
o talking about two different products. 
Q. Have you never heard of compact ears 
a2 
> which are put out by the Canadian automobile industry? 
3 
A. We get them; we don't get too many in 
24 
Vancouver. 
25 
Q. You get quite a few British cars and 
26 
European cars? 
27 
a A. Yes; the freight is very low from 
Britain. 
29 


Q. So that the freight is very low from 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex Lee 
TORONTO, ONTARIO (Sinclair) 


Britain, and anyone who wants to sell in that market must 
meet this competition. 

A. I don't think that is the case. I don't 
think that price competition is too important in the 
car market. I think the competition would be more on 
what the person wants to buy in a car, He cannot 
see the price competition; it is the look of the 
car and the advertising that makes the demand inelastic; 
it is not really price competition. 

Q. In so far as there is a market, the 
competition is the cost... 

A. For skelp and pipe and bottles, yes. 

Q. And whatever other items there are... 

A. None. 

Q. Just a moment. In so far as there is 
market competition in the cost from foreign markets, 
either the United States or from overseas, the eastern 
Canadian producer meeting that market competition 
would have to absorb the freight rate, would he not -- 
to meet that competition? 

A. If the demand in British Columbia is 
completely elastic, such as in the case of skelp, it 
doesn't matter whether he buys skelp from here or whether 
he buys it in England or Belgium -- and pipes and 
bottles; the demand would be elastic. But when you get 
into cars, refrigerators, radios -- things like that -- 
the demand isn't elastic and we have to bring things in 
under a tariff barrier; there are not many alternative 


sources of supply, and the freight rates are quite high. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes » Cr-ex 13846- C 
(Sinclair) 


Q. Let us take buses from Japan and buses 
from €an-Car in Montreal. There was a factual 
investigation of the situation that existed in Vancouver. 
Do you remember that one? 

A. No. 

Q. You don't know about the Japanese buses 
and the B.C. Electric's negotiations for Japanese buses 
against buses from Can-Car, Montreal? 

A, I have heard it spoken about, but I don't 
know anything factually. I don't know too much about 
it at all. 

Q. Well, now, let us take another that you 
would know something about. Let us take dairy products 
from Red Deer, Alberta, to Vancouver, in competition 
with dairy products in the lower Fraser Valley. 

A. That is a "funny" example of a dairy 
product. It is one of the extreme examples; but you 
certainly don't get fresh milk from Alberta. 

Q. Let us take the example I gave you. 

Who would pay the freight charges on the dried milk 
from Red Deer into the British Columbia market in 
competition with the dried milk from the various plants 


that are scattered throughout the lower Fraser Valley? 
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ANGUS, STONEHOUSE & CO. LTD. Hugnes, cr-ex 13847 
TORONTO, ONTARIO (Sinclair ) 


A. Well, as I said, Mr. Sinclair, you have 
not really got a good example product there, Dried 
milk comes in all kinds of fancy packages with price 
differentials for the same weights and probably just the 
same milk, for all I know, but it is a differentiated 
product, and people will not switch from one brand of 
dried milk to another, whatever tne price difference, 
witnin a nin sangre. Then there is just monopolis- 
tic competition. You are not talking about milk or 
eggs, that is a different situation. 

Qe Let us take condensed milk. If Carnatio 
Snips condensed milk from Alberta and also manufactures 
condensed milk in Britisn Columbia, wno would pay the 
freight rates on tne movement from Alberta, the pro- 
ducer? 

A. If Carnation made milk in Alberta and 
made it in British Columbia and sold the milk in Britisa 
Columbia, wno would pay the freignt rates? Tnoat is a 
very hypotnetical situation, but I would say that tne 
consumer paid the freignt rate because again tne demand 
is inelastic. You are looking at two types of 
Carnation, you are looking at Carnation milk and all 
otner kinds of canned milk and assessing it witn dried 
milk as well. You are not taking a very realistic 
view of dairy products. 

Q. Let us get some economic principles 
settled first. Maybe tnat is wnat you would like to do, 
Would you agree with this, tnat a producer would pay the 


freignt rates in the following circumstances: first, 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13848 
TORONTO, ONTARIO ( Sinclair ) 


1 
if there is competition from other sources of supply 
3 in tne final market and the price in tne final market 
4 is set by the alternative product, Do you agree with 
5 that? 
6 A. Wnere there is demand in tne final market 
, it is elastic, taat is what you are saying? 
8 Q. I am just saying that if tnere is com- 
9 petition from other sources of supply in the final 
10 market, and the price at the final market is set by 
i the alternative production --- 
12 A, Tnen the consumer pays? 
13 Q. Then the producer pays? 
14 A. Tne producer pays the freight. Yes, 
ts this is the reverse situation where we are shipping 
16 to Ontario, 
17 Q. Let me give you a second principle and se 
18 if you agree witn that. If the demand for the com- 
19 modity in question is price-elastic, that is, wnere a 
20 small increase would drop sales significantly, tnen 
1 the producer bears the freight rate tnere, too, does 
2? he not? 
3 A Where the demand is inelastic? 
24 Q. No, elastic, price-elastic? 
25 A. Then it is the producer wno takes tae 


6 freight rate, yes. 


The third one, wnere the producer would 


27 Q. 
28 take it, would be where tne demand is price-inelastic, 
29 but that the alternative source of supply is price- 


elastic; is that correct? That would be the third? 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13849 
TORONTO, ONTARIO (Sinelair ) 


Br. That is correct, yes. 

Q. ' Now,those three basic principles would 
determine, and tne cost of them, would determine whether 
tae producer or tne consumer paid tne freight rate; do 
you agree? 

Ae Yes, Let me make it clear before you 
go on, that we are talking of a short run position, 
because in the long run everybody knows that the con- 
sumer has to pay tne freight rate. Otherwise, where 
does the farmer and so on get his price from? He 
nas got to live, and of course his profits come from 
the commodity he sells. So we are talking about a 
short run situation nere, 

Q. yes, in the long run --- 

A. In the long run the consumer --- 

Q. Pays freight on everything, on ships and 
everything? 

A. Exactly wnat it says in the brief here. 

Q. Yes, tnat is what you say. I am dis- 
cussing what may be termed the relatively snort term 
position, 

COMMISSIONER MANN: Are you leaving tnis 
point now, Mr. Sinclair? 

MR. SINCLAIR: No, I am going to be a little 
while. 

COMMISSIONER MANN: I just want to clarify 
your first premise there. I think this was wnere tne 
producer pays all the freight, or would you like to 


modify that and say that he pays all or some of the 
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ANGUS, STONEHOUSE & CO. LTD. Hugnes, cr-ex 13850 
TORONTO, ONTARIO (Sinclair) 
frelgnt or pays the freight to the extent necessary? 

MR, SINCLAIR: Well, he pays freight to 
the extent necessary because there is an interplay. 

COMMISSIONER MANN: yes. 

MR, SINCLAIR: Of forces, but wnat I have 
in mind is tne suggestion, Mr. Comaissioner Mann, tinat 
someone says tney pay the freight but they mean the 
pay the freight necessary. 

COMMISSIONER MANN: I just want to make 
that clear. It is not an all-inclusive statement? 

MR, SINCLAIR: Oh, no, 


Q. So that, Mr. Hughes, where you have a 


product that controls the Canadian market -- use a 
product that controls tne Canadian market -- then the 
consumer would pay the freight; correct? For instancé¢, 


canned salmon? 

A. If it is a monopoly, you mean, by saying 
"controlling tne market"? 

Q. yes, its production is sucn that it 
so overshadows the market tnat if you want canned 
salmon you buy B.C. canned salmon; isn't that correct? 
What other kind of salmon do you buy? 

A. If you are talking about a monopoly 
situation, then quite easily monopolists may bear the 
freignt rate. If you want to get into theoretical 
economics I can give you very good examples of that. 

Q. Let us take canned salmon, 

A, But in a monopoly situation you are 


talking about sometning else, and very easily the 
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ANGUS, STONEHOUSE & CO. LTD. pecs nha re 13351 
producer may pay the freignt rate because he may be 
making just as much revenue as he had before the 
freight rate increased, 

Q. But dealing with canned salmon, if you 
want to buy it in Canada, you buy B.C. canned salmon; 
correct? What other kind of canned salmon can you 
buy? 

A. You can buy tunafish. 

Q. I am taking canned salmon, There is a 
difference, 

A. Very close competition, 

Q. I said, there is a difference between 
tuna and salmon, is there not? It looks different, 
it tastes different? 

A. I don't know; I like fresh salmon, 

Q. You only eat fresh salmon. That is 
because you live in Vancouver. 

AY I would say there is monopoly, there is 
monopoly in the strict sense of the word. There is 
only one kind of canned salmon, but of course there 
is fresno salmon or tunafish competing, otner products. 

Q. You would not believe it that on canned 
salmon the consumer pays the freignt; you do not tnink 
you could go tnat far? 

A. If the demand was inelastic, I would 
say he pays tne freignt. 

Q. If the demand was inelastic? 

A. If the demand for the canned salmon 


was inelastic, then I would say he pays tne freight. 
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ANGUS, STONEHOUSE & CO. LTD, Hughes, cr-ex 13852 
TORONTO. ONTARIO (Sinclair) 

Q. Say the difference was a cent a can, 
would you say’ that a cent a can would make the demand 
price-elastic? 

A. For what kind of salmon? 

Qe Can of salmon, the usual kind they pack? 

A. Tne very fact that there is a brand 
name on it, it is not a standard product, it means it 
is inelastic. You do not get branded products sold 
with names on and everything when it is sompletely 
elastic. It is not like selling wheat. People 
put a brand on it which makes it inelastic, as it is, 
in varying degrees, and it is well accepted. 

Q. Do you know much about the fish pro- 
cessing industry in Canada? Do you know when the 
brand names are put on them? 

A. it’ is just like even if it is one firn, 
dven if it is the same salmon, or anything like that, 
it does not matter: the firm is trying to differentiate 
its products, tne same way as the railroads differen- 
tiate the same product. 

Q. Let us take another one you have dis- 
cussed and we will be discussing it some more, and 
this is something that you have knowledge of, tnat is, 
the lumber industry of British Columbia. On select 
and large timbers, would you say that tne B.C. in 
shipping those paid tne freight, the B.C. producer 
in the Canadian market? 

Re yes, we have to compete with Oregon 


and Washington, I believe, in that market. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13853 
eevee (Sinclair) 


Q. You do? You have to compete with 
Oregon and Washington on fir, large timbers, selects? 
Let us take a position, Saskatoon? 

A. Not in Saskatoon, no. 

Q. Then any shipments to Saskatoon, you 


would not pay the freight there, the B.C. producer; 


correct? 

A, No, not where there is a monopoly posi- 
tion. 

Q. Would you pay them, for instance, in 
Edmonton? 


A. No, but we would in the European market 
or the American market, or eastern Canada market, or 
midwest. 

Q. You would pay it in the eastern Canadian 
market, would you? 

A. yes, 

Q. The B.C. producer would? 

A. Yes. 

Q. Wnat did you mean, then, when you told 
my friend Mr. Cooper that lumber shipments in Canada 
would be captive shipments, that is, that there would 
be no alternative transportation source? 

A. If there is no alternative transport 
other than rail, then it would be in my mind a captive 
shipper. I realize that there are other means of 
transportation to the eastern market. I never said 
there was not. So I would not think that would be a 


captive shipment. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes,cr-ex 13854 
TORONTO, ONTARIO ( Sinclair ) 


Q. Then you told my friend Mr, Cooper that 
lumber would be captive. Now you want to alter it. 

A. I was using lumber, thinking of all 
lumber, but if you want to differentiate the different 
markets, of course, you get water competition, as we 
know, into eastern United States, and probably there 
is some of it to eastern Canada, a little bit. 

Q. As I understand it, about 25 per cent 
of all United States shipping of lumber in 1959 was 
to the east coast of the United States by water, and 
that controls the lumber rates throughout the United 
States and throughout Canada. You disagree with that? 
Have you studied the level of freight tariffs? 

A, It seems to be a very peculiar kind of 
control. I am not sure what the rate is to New York, 
but I think it is 176, or something -- 147 to New York, 
I understand, and it is 140 to Winnipeg. So I do not 
see how the New York rate is controlling the Winnipeg 
rate, 

Q. You do not understand that? 

AS I cannot understand it. 

MR. BRAZIER: Nobody does. 

THE WITNESS: You know more about it than 
I do, obviously. 

MR. SINCLAIR: Q. Then, Mr. Hughes, let 
us take shipments from the Kootenays of lumber into 
western Canada. Do you think they are captive traffic 
for the railways? 


A. I think so, yes. 
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ANGUS, STONEHOUSE & CO. LTD. Hugnes, cr-ex 13855 
TORONTO, ONTARIO (Sinclair ) 


Q. Have you heard of any truck competition 
on lumber? 

A. It depends on how far east you are 
moving it from the Kootenays out to eastern Canada, 

Q. I said to the prairies? 

A. To the prairies I know there are some 
rail competitive rates on that. 

Q. So what this comes down to, I take it, 
is that lumber in some parts would be captive traffic 
to the railway and in other cases it would be non- 
captive? 

A. That: le Tight, yee. 

Q. And where it was captive, you would say 
that the freight rates would be passed on to the con- 
sumer, but wnere it was not captive freight rates would 
be paid by the producer? Would you go that far? 

A. No, I would not go that far. You are 
talking now about carrier competition. Before you 
were talking about market competition. Tne very fact 
that there is carrier competition does not make a 
commodity elastic in the market. 

Q- Does market competition have any effect 
on freight rates, that is the point? 

A. It has an effect on who pays the freight 
rate, yes. 

Q. It has an effect on --- 

A. Who pays the freight rate, 


Q. Does it nave any effect on the level of 


the freight rate? 
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dela licdol-y gbedal ella Hughes, cr-ex 13856 
(Sinclair ) 


A. I can think of obvious examples, yes. 

Q.° Then, when you determined what was 
captive and non-captive traffic with the railways, 
why did you exclude market competition as a factor in 
determining your situation as to what would and what 
would not be captive traffic? 

This is your own definition, paragraph 
Ll bneiePart :2? 

A. If you are talking about captive 
traffic which is captive to the railways, how can 
you bring, market competition into that factor? You 
see, the upper limits for railway rates would be 
either market competition or carrier competition, so 
why would you want to define captive shippers as 
anything to do with market competition? 

Q. In any event you say that market com- 
petition can have an effect on the level of the rate, 
but notwithstanding this you do not give any weight 
to it in determining what is the captive traffice 
for your rate-making proposal? I just want to make 
this clear, We will discuss the implications of it 
later, but I just want to make it clear. 

A. No, I did not, and, as I say, the 
reason is that once you assume that market competition, 
if there was a good degree of market compe tition and it 
was there, then this would provide the upper level of 
railway rates. 


Q. That is the reason you exclude it? 


A. yes. 
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ANGUS, Sra ne Tee © 20. LTD. Hughes, cr-ex 13857 
(Sinclair ) 


Q. Now, I want to come back to the point I 
followed off on before I got into another subject, 
and that was that Britisn Columbia pays the freight 
both ways. I just have one other example I want to 
put to you and to which I want you to give some 
thought, and that is apples, peaches and pears from 
the Okanagan Valley to Alberta. Who pays the freight 
on those -- cherries? 

THE CHAIRMAN: I think that question should 
wait until Mr. Frawley gets here. 

THE WITNESS: I understand there is a great 
deal -- I don't know much about it -- of market com- 
petition from Washington, probably Idaho, and so on, 
so I should think the producer in the Okanagan bears 
the freight rate, 

MR. SINCLAIR: Q. Now, Mr. Hughes, you see, 
this Commission has been told ona number of occasions 
that the people in the prairies pay the freignt on 
everything they ship and on everything tney receive. 
Now, do you say the same thing? You not only ship 
to the prairies but you receive from the prairies? 

A. There is a difference in some phases of 
it and what I say. I say not on everything, and I 
myself separate it into short-run and long-run 
positions, and I did not say on everything either. 

Q. You did not? 

A. No, I did not say on everything. 

Q. Both on the things sold and on the 


commodities imported, there is no exception in it? 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr=-ex 13858 


TORONTO, ONTARIO (Sinclair) 
i 

P Ars Then it is not everything. In the 

3 discussion this morning I think it makes it quite 

4 obvious I am not taking this as an overall position, 

5 as the prairies do. 

6 Q. The disadvantage that British Columbia 
¥ may have in regard to this, is, I suggest to you, 

3 restricted to the situation where they are forcing 

9 into a market against an alternative source of supply 
10 or where they are forcing into a world market and 
their distance from the world market is such as to 

2 make the transport charges in Canada significant? 

13 A. I agree with you, yes, and this is what 
14 I am saying in my brief. 

15 Q. Furthermore, as an economist, you would 
16 agree that a very intensive study of incidence must 

17 be made before you can ever say with assurance that 

18 on a given shipment at a given time, where the inci- 
19 dence of freight charges may lie, leaving aside this 
20 world market situation? 

1 A. I do not say you need a very intensive 
22 study to find out the values of the elasticities. 

23 Q. You don't think it is difficult to find 
24 out the elasticities of tne product price? 

5 A. I know it has been done in very many 

6 cases without too much -- I mean, it is not a year's 
27 job or anything like that. It is not a very big job. 
28 Q. Have you ever done it? 

20 Rs I find out price elasticities, yes. 


Q. In Canada with the tariffs and alternatiye 
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sources of supply? 

Bs Not for any particular products in Canada 
T-nave tov, no, 

Q. Would tariffs have something to do with 
it? 

ge Tariffs would have something to do with 
price elasticitics. In a market where there is a 
tariff against it, then the price tends to become in- 
elastic. 

Q. There is a very large number of considera 
tions that determine, even in an eternal market like 
Canada, where the incidence of freight rate charges 
may lie, including alternative sources of supply, 
elasticities of price, of demand? 

A. Oh, yes. 

Q. And tariffs? 

A. Yes, 

Q. And if there is a disability in regard 
to B.C. producers and some markets, it could be completel 
eliminated by tariff action? 

A. Certainly, yes. 

Qe On the top of page 26 you have an example 
of a comparison between lumber from New Brunswick to 
Ontario against lumber from British Columbia to Ontario. 
This Commission has had a submission made to it con- 
cerning what has been described as "threshold" -- put 
the maritimes on the threshold of central markets 
transportation free. Do you know that submission? 


A. I don't know the submission, no. 
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Q. As I understand what it means, it means 
that by subsidy the full transportation costs from 
points in the maritimes to the threshold of the central 
Canadian market would be taken care of, 

A. It 1s a very interesting submission, 

Q. It has been made to this Commission, 

A. I didn't know that. 

Q. You didn't know that. Then would you 
consider making a submission to this Commission that 
you also be put at the threshold of your market in 
central Canada? 

A. Oh, I don't think two wrongs make a right. 

Q. So you are saying that the other submis- 
sion is wrong; correct? 

A. I don't know who wrote it or who put it 
in, but there may be very good reasons for it, yes; 
but always the effect on other producers trying to get 
into the market must be thought of. From British 
Columbia's point of view it is obviously wrong. 

Q. But if I suggest to you, Mr. Hughes, 
that if you wanted to assist the B.C. industry or 
industry in any section of the country, that the use 
of freight rates as a measure of assistance should be 
resorted to only when there is no other practical ad- 
vantage, and by that I mean where the costs or adminis- 
tration or other things would make the use of an alter 
native method of assistance preferable? 

A. yes, we look at a modernization programme 
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as our long-term solution, and we do not look for any 
mort-term artificlal solutions, unless there is very 
good urgent need for it in that particular time. 

Qe But my question to you, Mr. Hughes, 
was that if assistance is to be given to an area -- 
for instance, Ontario or British Columbia, for some 
reason -- that the last place that assistance should 
be given is through the freight rate structure; that 
all otner alternative means should be considered and 
should be used in preference to the use of the 
freight rate structure, because of the artificiality 
that subsidies through the freight rate structure 
introduce. Would you agree with that? 

A. There may be implications that I cannot 
speak about in the position in British Columbia, but 
speaking for myself I would agree with you. 

COMMISSIONER MANN: Mr. Sinclair, may I 
ask Mr. Hughes something about the answer, 

Why, Mr. Hughes, do you think tnat freight 
rates should be the last field that should be touched 
if assistance were to be given, say, to use Mr. 
Sinclair's example, to Ontario or British Columbia? 
What other fields would you think are more suitable 
for the distribution of assistance that may be 
necessary? 

THE WITNESS: I can only speak for myself. 

COMMISSIONER MANN: I understand that. 

THE WITNESS: The only reason I do not like 


to see subsidies in the freignt rate structure is becaus 
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it cuts out the economic coordination, Probably the 
trucker should be carrying traffic on a relative cost 
basis, but if the railway gets subsidized on any 
particular traffic -- and I think the truckers had a 
case there in the maritimes -- then obviously truckers 
cannot easily get into that particular market. 

That is why,I think, if you are going to dis- 
tribute it, if it is necessary for people in the 
maritimes or any affected place or industry, then I 
think that the subsidy, if possible, should be paid 
to those people, and that is a very difficult thing 
to administer, 

COMMISSIONER MANN: Your concern with a 
subsidy, as I understand it, distributed through the 
freight rate structure, is that it obscures the pricing 
mechanism as between different carriers? 

THE WITNESS: It keeps an awful lot of inef- 
ficiencies in the transportation system. We want to get 
these cost reductions under way, and let us get some ad- 
vantages from modernization and techniques, and so on, 

COMMISSIONER MANN: Let us take the case of 
distributing assistance via the tax structure whereby, 
say, a carrier is given a tax exemption. Would that tend 
to obscure the pricing mechanism as well? 

THE WITNESS: I think it is a hidden subsidy 
to the particular carrier, yes. 

COMMISSIONER MANN: So that you would have the jsame 
objection to it as you would have to direct subsidy given by 


way of the freight rate structure, because it obscures 
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the pricing mechanism? 

A. Yes, if the railway has to do something 
because of national policy and it gets a subsidy for 
that, well, all right, and you can put the subsidy 
either into the railways or into other shippers or 
probably both, if we permit that; but if there are no 
national obligations and you want to put a subsidy into 
the railways, to put it into the income tax structure 
it is just as bad to me as putting it anywhere else 
in the freight rate structure, 

COMMISSIONER MANN: Thank you very much, 

MR, SINCLAIR: Q. Your position, I take it, 
Mr. Hughes, is that the railways should stand on their 
own feet, and if they are required to carry traffic 
at unremunerative rates for national policy reasons, 
that they should be compensated for that so that 
their proper financial position in relation to work 
done will come out at the end of the year? 

A. That is right, yes, and if any other 
shippers should also bear the same kind of burden with 
the railways, they then should also have a reduction 
in their tariffs to make things the same as tney would 
be under a normal competitive situation. 


THE CHAIRMAN: Five minutes, Mr. Sinclair. 


---Short recess. 


(Page 13865 follows) 
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THE CHAIRMAN: Order. 

MR. SINCLAIR: Q. Mr. Hughes, in your 
brief, but to a greater extent in answer to some of 
my friends, you had some harsh things to say about the 
horizontal percentage increase method to take care of 
adjustments, cost of transportation in general revenue 
cases. You recall what you said in’’the transcript and 
in your brief. It starts at page 26 and goes on for 
a number of pages. You recall "outmoded", "bygone" -- 


various words like that? 


MR. BRAZIER: They are not harsh words. 
THE WITNESS: I have some more. 
MR.SINCLAIR: Q. Well, let's have them 


all, Mr. Hughes. 

A. I think the provinces over the years 
have said everything that can be said about them, but 
nothing has been done about them, except what we hope 
to push a little bit further along. 

Q. I quite agree with you that over the 
years the provinces have said everything that can be 
said about them, and I quite agree that what the 
provinces might have wanted to be done has not been 
done. Has it ever occurred to you that there may be 
good and sufficient reason for not having done anything 
about them? 

As It is very convenient for the railways 
to do it; it is administrative ease. Apart from 
that reason, I can't think of any other reason. 


Q. In other words, you don't think the 
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Board of Transport Commissioners, in weighing all the 


problems and necessities in handling these matters, 


_have approached that problem with the understanding 


and knowledge that, for instance, you would have on 
the matter? 

A. My reading of the general cases is that 
the Board of Transport Commissioners are not too keen 
on them either, but it is administrative ease to do 
this rather than economic. 

Q. That is the reason that the Board have 
used it? 

A. Yes; it has continued. 

Q. It is because it is easy? 

A. Not just because it is easy. -It is 
easier than possibly any other method. 

Q. Is that the reason they have gone along 
with horizontal percentage increases -- ease of 
administration? 

A. Yes, as far as I can see. 

Q. Have you studied transcripts on the 
matter? 

RS I have studied the judgments, and I 
think I have seen one or two transcripts, yes. 

Q. Have you ever taken the trouble to 
read submissions of various people on behalf of Canadian 
Pacific on this matter? 

A. I have seen some. 

Q. Have you studied them carefully? 


A. No. 
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Q. Have you ever seen suggested ease of 
administration for the reason that the Board should use 
horizontal increases? 

A. No, I haven't seen that. There probably 
would be a lot of other reasons put up by Canadian 
Pacific, but I don't think that would be one of them. 

Q. As your alternative to the percentage 
increase method, you suggested that the increased cost 
be ascertained, these be dissected, and the increases 
be applied where the increased cost imposed a burden on 
the railways. 

A. That is right. 

Q. And both Mr. McDonald and one other 
counsel who discussed it with you allowed you. to take 
an easy example, allowed you to take an increase in 
wages. I would like to ask you to take one that is 
not quite so easy, and that would be an increase in 
income taxes. How would you dissect that and apply that? 

A. I would use the type of increase in 
income tax, I would take the multiple regression 
analysis on it, find out the percentage variable -- 
line haul -- prorated with the terminal cost and the 
variable section prorated with the line terminal to 
increases on the out-of-pocket costs. Now, -- 

Q. Before you leave the variable cost, 
you say you would ascertain the variable portion of 
investment. 


A. Of income tax. 


Q. Isn't income tax a factor in investment 
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TORONTO, ONTARIO 


(Sinclair ) 

1 

cost? You determine the variable portion of 
‘ investment. Is that not so? Where do you think the 
; income tax is picked up in a cost study? Maybe I 
: should ask you that to see if we are on the same 
‘ wave length. 
: A. The question was on income tax. Li ¢ankt 
; see our reference to investment now. I don't under- 
: stand the question now. 
‘ Q. You said you would apply multiple 
‘d regression techniques to determine the impact of 
4 income tax. 
12 

A, Yes, and there may be other techniques, 
P but I think I would be inclined to use that. 
, Q. What would be the method you would use 
‘ to get the variability in your regression analysis as 
q to income tax? 
7 
A. I can't just think back to what was done 
. in the grain study here, but there are tests to find out 
4 whether certain output units, gross ton-miles and engine 
4 hours, miles of track, and so on -- some will be 
. variable to a different degree with the income tax. 
7 I can't remember what was done in the grain study, but 
7 I wouldn't be surprised if that was the method. I can't 
e remember what was done about income tax. 
q Q. Let me suggest to you that to get the 
4 impact of tei tax, it would have to be related to the 
variability of investment. 

4 A Yes. Another way to do it would be to 
9 


put itinto the cost of money and do it that way. 
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Q. Now, there is a large portion of invest- 
ment that isn't variable. 

A, Yes. 

Q. And under your method, how would you 
dissect the income tax cost increase and spread that 
over that portion of the investment that isn't variable? 

A. Of course, this would be reflected in 
the fully distributed cost, the same way as the constant 
expense is done, according to whichever way you want 
to do it, the proportion of the variable cost or the 
gross ton-miles. 

Q. What you are saying is that the impact 
of increase in income tax would be spread over the 
various elements of the traffic in accordance with 
their ability to take higher costs and still move 
freely and make a major contribution? 

A. That is not the way I am saying it, no. 
What I am saying is that the minimum schedule would be 
increased by the out-of-pocket costs; this is a variable 
element in the income tax. The maximum schedule would 
also be increased by the constant element, the fully 
distributed cost, and the way the railways wanted to 
recover it is up to them. 

Q. You said that segment of traffic would 
bear the increased cost arising from the use it made 
proportionately to the factor that caused the increase in 
cost. That is your theory as an alternative to horizonta 
increases. 


A, And the practical application is to have 
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the reflection in the out-of-pocket costs in the maximum 
schedules. 

Q. But the reflection in out-of-pocket 
costs would be relatively small. 

A. That may be so, yes. 

Q. And so the big part would be distributed 
in accordance with the ability of the traffic to bear 
that increased cost and still move freely, under your 
method. Is that not so? 

A. Apart from the captive traffic which 
would take the fully distributed costs, yes. 

Q. That meansthat the captive traffic, you 
say, takes the fully distributed cost. 

A. This is the maximum it could take. This 
isn't the rate, it is the maximum schedule the rates 
can go. 

Q. And except for the proportion that would 
move on the maximum, the ability of the traffic to 
stand the increase and still move freely would deter- 
mine what increase it took. Is that not so, under 
your enka 

A. Yes, because there is the constant 
element. 

Q. Now, Mr. Hughes, what you are suggesting, 
then, is that rate increases on a general basis be 
put on anditiinted empirically to see whether they can 
stand the increase. Is that not what you get down to? 

A. That is just the way a normal competitive 


firm does it. When it gets an increase it sounds a 
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particular market out, and the commercial judgment, I 
think, of the men in business and the railways -- they 
know where they can put on 2 per cent or 3 per cent 
and maybe take some off somewhere else. As in any 
competitive business, it would be precisely the same. 

Q. Now, I have no questions on your chapter 
on the bridge subsidy, because Canadian Pacific agrees 
with your position in principle. 

A. From the same school, I understand. 

Q. And it is of the view that the bridge 
subsidy was a mistake and should be eliminated at the 
earliest possible date. But we know that someone else 
may take a different view, and so I wonder if you 
could help the Commission by advising -- and-.I am quite 
sure you are able to do this -- when the bridge 
subsidy was applied to that traffic from Eastern Canada, 
that 20 per cent which you talk about, did the price 
of the commodities fall to the exact amount of the 
bridge subsidy in the rate? 

A. I really don't know, Mr. Sinclair. 

Q. Did you find any indication that that was 
so, or do you think that the eastern manufacturer took 
it as a subsidy to himself and put it in his pocket? 

A, No. We are talking about who pays the 
rates, and so on, and you said yourself there are many 
factors, and I couldn't honestly say where the subsidy 
went. 

Q. Did you not say that the bridge subsidy 


was a subsidy to Ontario or Eastern Canada? 
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(Sinclair) 
1 
: A. Yes. 

2 
: Q. Then what that means is that the bridge 
: subsidy did not reduce the selling price of commodities 

moving across the bridge to British Columbia that were 
‘ sub Ject to the bridge subsidy? 
A. That would seem to be so, yes. 

COMMISSIONER MANN: Mr. Sinclair, before 

‘ you leave this point, I wonder whether Mr. Hughes could 
' clarify this for me. 
‘ If a commodity is sold f.o.b. plant plus 
‘ freight, and that movement is subject to the bridge 
4 subsidy, would you not then get the benefit in British 
A Coltmbia from the bridge subsidy? Now, the conditions 

—_ f.o.b. plant plus freight. 
: THE WITNESS: Yes. We are really speaking 
a of long and short-term effects, and it depends exactly 

what the commodity is. In this instance you outline, 
r then, of course, British Columbia would get the benefit. 
4 COMMISSIONER MANN: It is true that only a 
1 relatively small proportion of your traffic is eligible 
a for the bridge subsidy. 

THE WITNESS: Yes. 

4 COMMISSIONER MANN: That is because most of 
4 your traffic moves west under agreed charges and 
a competitive rates. 
o THE WITNESS: Yes. 
a COMMISSIONER MANN: If, however, two things 
| happened: the bridge subsidy were increased, that is 


the amount of money was raised from seven million to 
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ANGUS, STONEHOUSE & CO. LTD. 
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(Sinclair) 


seven plus million, and the bridge subsidy were applied 
to competitive rates and agreed charges, then would it 
not be true that to the extent that the commodities are 
sold f.o.b. plant plus freight, British Columbia would 
get the benefit? 

THE WITNESS: British Columbia would get benefit, 
but only a relative benefit. The very position of the 
bridge makes the market which is nearer to Ontario 
than British Columbia -- whether we have it on agreed 
charges, and so on. This is where I am saying that 
Ontario gets the benefit, 

COMMISSIONER MANN: I think Mr. Sinclair's 
question was in regard to the movement westward over 
the bridge. 

THE WITNESS: British Columbia does get 
the benefit in that instance, yes. 

MR. SINCLAIR: Q. I appreciate Commissioner 
Mann raising that. If the price f.o.b. plant plus 
freight was increased to the amount of the subsidy, 
which would be a normal thing to do if you were a seller 
who had control of the market, then what would be the 
advantage to British Columbia? You have got a true 
Situation of the bridge subsidy being taken as a subsidy 
to the Ontario producer. 

Bin Yes. You put your own assumption on 
that, of course. 

COMMISSIONER GOBEIL: You would have to assume 
that a firm in Toronto would have an f.o.b. price for 


Ontario and for the West. 
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TORONTO, ONTARIO Hughes, cr-ex 13874 
(Sinclair) 
MR. SINCLAIR: Is there anything wrong with 


that, may I ask? I take it that you think there isn't 
that kind of deal made in business. 

MR, FRAWLEY: It would be an exceptional 
seller that he had complete control of the market that 
he could move the price up as he wanted day by day. 

MR. SINCLAIR: Q. In the case you were 
talking about, he did control the market. 

A. Because the demand was inelastic in 
British Columbia, yes. 

Q. And he would be able to take the full 
advantage to himself of the bridge subsidy? 

A. 1es., 

Q. And I take it that is one of the reasons 
that British Columbia is against it? 

A. I didn't think of it like that, but it 
seems to be a very plausible-- it follows from my 
analysis this morning. 

Q. Now, in regard to your chapter on un- 
remunerative services, basically the position of British 
Columbia is that for good resource allocation, the 
railways should be permitted to abandon unremunerative 
services rather than have these subsidized unless 
there is a subsidy needed to maintain the service in 
the national interest. 

A. Yes. 

Q. Now, you referred to a number of what 
you called problem areas, and you went back to the 


1949 Royal Commission Submission of the Canadian Pacific. 
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cr-ex 13875 
(Sinclair) 


Let me take the first one, and that is At. and East 
grain rates. I suggest to you that At. and East 
grain rates have increased very, very substantially 
since 1948, 

A, Now, then, I am not sure now whether At. 
and East grain rates are at 1 cent a ton-mile, which 
I understand is the cost of carrying the statutory grain. 
I know there are differences of the length of haul, 
and so on. 

Q. Differences in gathering cost, too? 

A. Yes, I know there are differences in cost, 
and so on, and I haven't analysed the situation. I was 
just pointing out that these are suspect areas. 

Q. Did you read the evidence of Mr. Edsforth 
on At. and East grain rates, that the shipments, for 
instance, at the At. and East rates to Montreal, he 
said, would be remunerative, the ones to Quebec, 

Three Rivers, would be marginal, and the ones to Halifax 
were suspect and they were looking at it. Do you 
remember that evidence? 

A. I recall it now, yes. 

Q. So that problem is in hand in view of 
that? 

A. If these very long distance rates to the 
Coast are being looked at, it would seem to be in hand, 


yes. 
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Q. Now, another area you referred to was LCL. 
By the way, have you seen the integrated merchandising 
terminal of Canadian Pacific at Vancouver? 

A. yes. 

Q. And this terminal and the service there of 
using rail or trucks based on the economics of such 
movements is a way of attacking this short-haul LCL 
problem,is it not? 

A. yes; I was very impressed with the termina 
and the things they do. 

COMMISSIONER BALCH: Is this set up as a 
mercnandiging Jor? ? 

MR. SINCLAIR: This is the merchandising 
service of Canadian Pacific in their pilot operations, 
referred to in the evidence and about which the Commis- 
sion will hear more. 

Q. That problem is in hand? 

A. Well © 2s 

Q. It is being worked on? 

A. It is being worked on in Vancouver, yes; 
and no doubt you are doing all you can about it. But 
nobody knows what the costs are. We all know what the 
revenues are and what the rates are. Nobody knows what 
the costs are; so we take the Canadian Pacific's word 
for it that they are doing all they can about it. 

Q. What you mean by "nobody" is 
nobody except the people wno have tne responsibility of 
pricing the service at such a level as to go out and 


make a dollar? 
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A. yes; but if Canadian Pacific is running, 
say, LCL at a loss as the service was in 1949, then 
somebody is going to take up the burden; and it is 
not tne C.P.R. that is doing it; it is the freignt 
shippers. 

Q. I will discuss who is taking up the 
burden with you later. But is there anything wrong in 
having tne responsibility placed on a man, who has the 
obligation to make a dollar, of pricing ais goods pro- 
perly? Is there anything wrong with that in the 
railway industry? 

A. There are many things that prevent the 
railways from doing that. There is passenger deficit . 

Qe I am talking about LCL. 

A. If it happened in 1949 why shouldn't it 
happen in 1960? 

Qe I will discuss passenger deficit later, 
right after this. Let us keep to the LCL. You have 
had an opportunity of seeing it and looking at it and 
studying it. The Canadian Pacific nave introduced an 
integrated merchandise service to deal with the LCL 
problem -- and this terminal cost a substantial amount 
of money, didn't it? 

A. I should tnink so, yes. 

Q. Is it not the proper way to aliow the 
person, who has the responsibility of making a dollar on 
his investment, to price his services and to know his 
costs without telling everybody else about it? What 


is wrong with that? 
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A. Because if you don't make a profit on 


it -- if you are pricing the service at less than out- 
of-pocket cost -- then somebody is going to bear tue 
burden, 


Q. It may very well be the shareholders? 

AG, That may very well be, but by the same 
token it is the shipper who has to have his freight 
rate put up; and if it happened in 1949 what is going 
to happen in the future when we are going to get more 
and more competition and captive traffic is getting 
less and less? 

Q. So that one of the things that you are 
trying to do is to protect the Canadian Pacific share- 
holder from the incompetence of its managemént? 

A, It would seem to be that, yes. 

THE CHAIRMAN: Are you working this in British 
Columbia? 

MR. SINCLAIR: yes. 

THE CHAIRMAN: Is that rail or non-rail? 

THE WITNESS: It is a mixter-maxter right 
at the moment, because it is in its pilot operation. 
Tnere is some of it in rail and some of it isn't in 
rail; but obviously this becomes rail when the thing 
sorts out. 

COMMISSIONER MANN: Express? 

MR. SINCLAIR: Under Board of Transport 
section 387, the studies we have had them and tne dis- 
cussion we have nad with them, they recognize tnat we 


are in a transition period and in a difficult problem of 


 xeeto abiigoli 
| (atafonte) 


ao Jfte1q « Svan J'n0h voy pibnsae! 
-tyo nant aap ta ootvasa ond gitokig we 0 


a3 eed 03 ahtog af yoodemos nent -- 2 0: 
i ‘a 


Sersbrodsasis eid od ilsw yrev yam JL 4D 


rT omae od Yd Sud .Sd fiew yrer yan Usd A 


Sigisst ain sveii oF sen ofw neqqtte sit et ot regio: wE 
rae ‘ 

gntog 8f telw OfOT nt beneggsr th Th Bria iqu tug 2907 
| 

srom 398 o¢ anton ovr ow nedw SaudNT Sho nt ogqnit od | d 
; f 

agfitiven et ofits sviigso bas nobitsyegmoo oom: bas \n 
ceaor bad ene |. 

sis NOY Tang #gntdd ect to eno’ Faris Of | 6h a, ‘les 


-evaua oftiosd malianed on 3 tossotq ov ak ob of sites) |. 


? °tremsgemem ect To soreteqmoont ent mox? TsbLor 1. 
| fe 
.doy Jerid $d of meee bIuow 35 5A je 
Retiled mt ald: suiboliow voy stAé (‘MAMATARG BHT ‘ 2 
| + eakdew tod { 
7 
4 ,aoy  <sATADOMTS? 1AM . 
| 2 Citet-non 1é;Liet jac’ al sWAMAEABO ETO 7" z 
dright iid limbia tie s et 3i +2ORUTIW SHT “* wa nb 
| -Nolsereqo toitg ati at at dk Seusoed .tmemoa odd te p iy 


nd ¢ i 
nt t'qeat gi to emée bis [het af FE to somos al srs? al 


gotcs eft metw ites qenmoed aids ylavotvdo tod titer ke 
D 


, . . A” sepe sox08 | 


CacorgRd + KKAM RAMOLeSrMOD ere ye 


stoqam@tT 10 Ped@ asbaU = :ATAIOMI2 AM me eo 


| ~atb erg bes wend ba svat ew estbute ead . rB¢ — 
a ow sad Saingooer yens werd rey a gabe 


: 


So aaa it ct £ Gt bos botisg sottte ry 
oar Mes p —— Pe: tana 7s um 


ANGUS, STONEHOUSE & CO. LTD. I sIe—< 
TORONTO, ONTARIO Tugnes + or Cx 13879 
(Sinclair) 


integration; and we have problems in making certain 
that our labour relations are straightened out; we have 
a big problem there, We nave a big problem on our 
metnod and procedure and a number of other things. 

But I would expect -- I have no reason to 
expect otnewise -- that when the matter got straightened 
out it would come all into rail. Basically it is 
LCL and express and LTL. 

THE CHAIRMAN: It is all scrambled at the 
moment? 

MR. SINCLAIR: At the moment, yes. 

Q. You urged me, Mr. Hughes, to discuss the 
passenger situation with you. 

I tnink you would agree -- if you don't I am 
sure you will tell me -- that the passenger problem is 
best met by eliminating the deficit either by having 
the service stand on its own feet where it is operated, 
or eliminating this service where alternative methods 
of travel and the desire to use tnose alternative 
methods nave been indicated by the travelling public? 

A. yes. 

Q. The policy of Canadian Pacific, Mr. 
Hughes -- and you have done an awful lot of reading, 
and I wouldn't be at all surprised if you aave even 
read this -- the policy of the Canadian Pacific in 
passenger train services nas been stated quite recently, 
and I just wonder if you nave read it. it was on 
May 4th, 1960, by the president in iis adaress to tne 


Shareholders. Did you happen to see that? 
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A. I must have overlooked this year's copy. 

Q. Maybe I will put it to you so that you 
can nave it. I think it might be of interest also to 
the Commission, 

Tois is Mr. Crump speaking... 

MR, BRAZIER; Are you going to file it as an 
exhibit? 

MR. SINCLAIR: i don't think it is necessary 
to file ali.thisy 

"One of your company's objectives has 

been, and continunes to be, the elimina- 

tion of all losses from the operation of 

railway passenger services, Aggressive 

action has been taken over a number of 

years to reduce passenger service in 

relation to the demand. Reduction 

in the volume of passenger business, 

brought about by the changing travel 

habits of Canadians, will necessitate 

still further reductions in passenger 

train service. Your Company nas the 

We 

second largest fleet of any railroad 

of modern self-propelled rail diesel 

cars. Modern stainless steel passenger 

train coaches, including scenic dome 

cars, are available for runs tnat will 

support volume movement of passengers 

with conventional trains." js 
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(Sinclair) 
will be these: Canadian Pacific is phasing out of 
passenger operations where that is indicated by virtue 
of demand. 

A. I am very glad to hear it, 

Q. I have just stated it. 

A. I am glad to hear your policy there. 

Q. Now, you would agree that has to be a 
gradual process? 

A. Yes. 

Q. And that the railway has to do it 
gradually and meet gradually what has been a most rapid 
change in the travelling habits of people. 

A. I don't think there has been a very rapid 
change. I don't know your passenger figure, but it 
seems to me that these passenger deficits have been 
going on for an awful long time and that is one of the 
reasons why we have nad these revenue cases . ie 

Q. Have you ever looked at the statistics 
to see the increase in air travel between Winnipeg,.and 
Toronto arising from the excellent air service and the 
competition in the air that is now available between 
these two points? 

A. yes; but that is only one factor. In 
the same year we have had an increase in population, 
increase in the wealth of tne people who get around 
more, The very fact that you nave air transportation 
suddenly appearing doesn't mean to say that tae defigit 
that the railways experience will drop off. | 


Q. Let me give you an example once again. 
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Do you know what tne increase in air travel was on 
Trans-Canada Air Lines between Toronto and Montreal 

last year? I suggest it was 25.6 per cent in one year, 
The population between Toronto and Montreal didn't go 

up 25.6 per cent. 

A. This 1s also a profitable operation for 
the railways in passenger service, isn't it? 

Q. Yes, 

A. Well, it. doesn't correlate with what you 
are saying. 

Q. It may require adjustment of services, 
may it not, and adjustments to equipment and adjustments 
of time? All these things take time. 

A. Adjustments do take time, yes. 

Q. And, Mr. Hughes, it would be wrong to 
suggest that the freight payer at the time of tne change 
snould be relieved of any burden that comes from pas- 
senger services when the benefits from passenger 
services were acquired by those same freight payers 
in days gone by? 

A. I can't understand your reasoning there, 

Q. You can't. Let me put it to you again: 
In this period of change of passenger service, which, 
you have agreed, must be gradual, tne freight payers 
should continue to take the passengers asa part of tne 
unitized railway Peart se just as they did in the 
past? 


For instance, “Whgp passenger train service 
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from the freight payer? 

MR. BRAZIER: How far back? 

MR. SINCLAIR: Just a minute. If you want 
to be cross-examined you had better ask him to step 
down and I will cross-examine you, 

THE WITNESS: In that period the earnings 
on Canadian Pacific stock were very much greater than 
they are now, and tne deficits were distributed equally 
to the railways and probably there was less burden on 
the freight shipper -- maybe there was even a subsidy; 
but it was equally shared between the stockholders and 
the freight shippers, and this is what we are asking 


for now, essentially. 


(Page 13890 follows) 
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Q. I see, you are not one of those people 
that suggests that while there is a gradual phasing out, 
passenger train deficits as they now are should be 
eliminated in considering freight rates. 

A. I don't know how long you are speaking of 
when se ae services were profitable, but the body 
of poareis Shippers has very obviously changed in these 
years. There are new Shippers now that were not in 
existence then, 

Q. What I am asking you, Mr. Hughes, is: 
is it your position, the position of British Columbia, 
that passenger train deficits which are now under the 
‘process of phasing out, according to the policy I have 
given you of the Canadian Pacific, in that phasing out 
period should put no longer any burden on any other 
user of railway services. Is that your position? 

A. Yes, we do not want the burden of 
passenger deficits on freight shippers. 

Q. But if, Mr.Hughes, havting had the 
advantage, you took it down through the years, why 
should not you take the concomitant burden that arises 
through changes in the travel pattern? 

A, It seems to me that you are making a 
statement there that I have no method of checking. You 
say there were passenger profits in the past applied to 
the freight rates of shippers, and this is something 
-- I know that the equity stock has been paying less and 
less of C.P. over the years, I know that fact, but I 


do not know the fact about the passenger profits and 
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costs and so on during the period you are talking about, 
so I éinnot accept what you are saying. 

Q. Let us assume at some time in the 
history that these passenger train services and freight 
services were considered by the regulatory tribunal 
to be a unitized service, that railway service was 
considered to be unitized in respect of passenger and 
freight. You know that is the way the regulatory 
authority considers it, don't you? 

A, As far as I know, that was the position 
in the 21 per cent case, wasA't it? 

Q. And they were only expressing the same 
position that they had in the 1920. 

A. Yes. 

Q. Then I am asking you, during this period 
of phasing out of passenger train services, why should 
the people who demanded this service not take the 
obligation for it? 

A. Mr. Gordon before the Sessional Committee 
said that the C.N.R. on I.C.C. statistics lost $90 millio 
for passenger services. Now, this is an awful lot for 
one railroad to be putting onto the freight shippers, 
if those figures are right. 

Q. Let us forget about Mr. Gordon and 
you talk to Mr. McDonald about him. 


A, It is the same thing as happening in the 


C.F. now. 


Q. What have you got to suggest that there 


is the same thing happening? 
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again. It is the position of British Columbia that 
freight payers should not bear the passenger deficit. 

A. That is right, yes. 

Q. Is it the position of British Columbia 
that, for instance, they want passenger service? 

A. I don't think they are expressing 
very strong views on that, whether they want it on the 
C.P.R. line. They are willing to go out and do something 
about it, willing to put some money out to be protected 
and so on. Where they want it they do something about 
card 

Q. I see, and if it is shown that the 
passenger train service that they want cannot stand on 
its own feet, then is it the position of your Government 
that they will make up the difference so that it will 
not continue to be a burden on anybody? 

A, I cannot say what is the position of 
the Government on that. 

MR. BRAZIER: I can advise my learned friend 
that it is not the position of the Province of British 
Columbia. 

MR. SINCLAIR: Q. Then now having it 
stated by soles that it is not the position of British 
Columbia that the province wants to make up deficits, 
that it is going to make up the deficits, if the only 
person that wants it is B.C. and the railways do not 
want it, they are losing Mier but B.C. wants it -- 


who is going to make up the difference? 


A, I say I spread it*all out in the brief 


: dadd atemgfod dattisE Io mefsineq ae! abot 


.dtotted végreaseaq ocd teed von Stuode vos. 


: jeoy . tight as Sem ye 
sidmrlod dateia® to nottteod env If st P 7 

festving vapiiseahg tnsw yor Lootsdgnt 708 <oadt | 
no dee 


t ’ 
gittagaroxke exe yor? aetoid) tn FF ok 
: 

. 


gid no Jk deav yertt collttedw .tadd no Sweky snore viev ; 


7 ; 
. antivenon ob bag tuo of of Babliiv ons _— -omtt 4, o- ; 
: 7 
hedoedord od at tuo yonom eues Juq of gatiitw Jf syods | 
i vaaeds 
U 
4 jvode antrvemor ob yodt 32 dmaw yeds oaeAY . .f0 8 bra 


M4 a} a 
7 i 
edt tad? myworig ei.tt th Oss .ses £ 2 

mo biste Journso toapw yen’ tends setveoa miei tegaesas” 


tremimeveD sutoy to oottieeq sm df et dst? .ceet awe act 
riiw oh ted og sonsxeTIES ont qu onfem I[Ltw. yods dadd | 
Sybodyas mo sebrud s od ot-eunkinaos gan 


tc aoliisned eat al tvedw yee Jounss T A 


eee 


tert co taemmreved sniv 1 


Bbrefxt berseof vu geatvbe dep I : RECSANE 


| | ‘ 
| metticd to siatvort of? to noliteoq ept tom af IL Jad x 
® 

| .etdmslodD |. 
: ; . a} 
it antved won con? me /TEATOUIS . AM LL 


Aotjie to mobtteod allt gon af. 31 Isd? Leeacnwoo yd bevaza 


.atiolteb qu exam of admaw eonivorq elt ted? etduylod 


vine sft tf ,atlotteb ef? ty ssw of gntog ef gf dandy 


Sr 


ton of eyswiina sat bos .0.8 af Jt atnew tad? moauag 


~.. 


-- dF 30few 10.8 avd .yonom gnteol ors yeds ,tf Jaaw’ 
os @' , 
Teomoetetilh ods qu exam ot anteg st onw 

? ve » 

» - e wv 


“etx of? oh duo Lf 52 Bbaerqa I yaa T , A ‘ 
a mr " fu ,, op ne 

‘ : 
— a Pa 7 5 iy) ra 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hu ghes » CP-ex 13894 


(Sinclair) 
1 
; here, and I say probably a contract service, probably an 
abandonment where it is not possible, probably re- 
3 
pricing. There are all kinds of solutions. 
4 
If the thing cannot be abandoned, it has to 
5 
be in the national interest that they have a railway 
6 
passenger service put on, then this should be borne 
7 
by the nation and not by the particular freight or 
8 
class of captive freight shippers. 
9 
Q. What you are saying to this Commission 
10 
on passenger service, is this, that the railways, 
11 
where there are alternative methods that meet the 
12 
requirements of the travelling public, should abandon 
13 
their service. 
14 
A. Where possible, yes. 
15 
Q. And No. 2, if the service is serving a 
16 
local need, that they should adjust their prices, and 
17 
if they still cannot make it up, then that local need 
18 
should make up any deficit, correct? 
19 
A, Yes, that is all down here. 
20 
Q. And the third alternative would be 
21 
where there would be a passenger train service that 
22 
was necessary in the national interest and it could not 
23 
make money, and in this instance that service deficit 
24 
should be the obligation of the national treasury. 
25 
A. Where it was deemed in the national 
26 
interest, yes. 
27 
Q. Now, have you read the submission of 
28 
Mr. Crump to this Commission in which he said that he 
29 


knew of no passenger trains on the Canadian Pacific that 
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were in the national interest? 

A, I cannot recall the exact words. 

Q. It was to that portent, you recall? 

A, Yesi 

Q. Now, have you any passenger train 
services on Canadian Pacific that you would like to 
Suggest that are in the national interest which Mr. 
Crump has overlooked? 

As No, I am not the keeper of the national 
interests, and I am not coming from one end of the 
country in such a lowly position and saying what is 
the national interest. 

Q. British Columbia -- not speaking to you 
as Mr. Hughes -- has British Columbia got arly that they 
would like to say Mr. Crump has overlooked, and the 
reasons therefor? 

A. I cannot answer that one because I do not 
know what British Columbia thinks is the national interes 

MR. GUEST: You have still got passenger 
services on the P.G.E.7 

MR. SINCLAIR: Of course, any losses on 
P.G.E. are subsidized by the Province of British 
Columbia, and that may be quite proper. 

THE CHAIRMAN: But B.C. may be pretty 
clear that they were to be in subsidy. Then 
P.G.E. had to get in on it. 

MR. GUEST: Get in on the act. 

MR. SINCLAIR: Only, I think, sir, when we 


are dealing with matters of movement, products that were 
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in the national interest. 

THE CHAIRMAN: Oh, yes, surely. 

MR. SINCLAIR: Q. Now, Mr. Hughes, if I 
may, I will come to another matter, and that is the 
question of Crow's Nest grain rates. I think your 
submission has made it clear, first, that the position 
of British Columbia is that the grain growing industry 
in Western Canada is in the national interest, that 
is correct? 

A. Yes. 

Q. In the brief of British Columbia? 

A. Yes: 

Q. And that in the view of British Columbia 
now and in the foreseeable future, the Western Canadian 
grain farmer cannot afford to take up higher transporta- 
tion charges in the movement of grain and products 
to export positions. 

A. Where do I say this? 

Q. You said that in some of the evidence 
in amplification ot your briet. I have not the page. 
Do you not recall expressing that view? 

A. I am not sure if you have got the words 
there or the context. I am just looking for it ir you 
don't mind. 

Q. I have not the context. I am asking you 
if that was not your position? Are you quarrelling 
with some word I used in your mind, Mr. Hughes? Let 
met put it again, that it is the position of British 


Columbia that now and in the foreseeable future, in the 
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light of all the facts involved in the grain business, 
that the farmer cannot afford himself to take up higher 
transportation charges -- the farmer cannot now or in 
the foreseeable future, without undue hardship, afford 
to take up additional transportation charges in moving 
grain and products to export positions. 

A. I do not want to be unresponsive here, 
I am just not sure what I said. It sounds as though 
it might be it. It is the "foreseeable future" I am 
not too clear on. I would like to have a look at 
where I said that. 

Q. As far as you can see forward, put it 
that way, I think that is exactly what you said. 

A. Yes. 


Q. As far as you can see forward? 


A. Yee. 
Qe Then you would accept that statement, 
correct? 
COMMISSIONER ANSCOMB: May I just ask you, 


Mr. Hughes, what makes you think that? 

THE WITNESS: I this is what I said. I 
would rather have a look at the transcript and see what 
I did say. 

COMMISSIONER ANSCOMB: Let us forget what 
you did say. Do you think it? 

THE WITNESS: That the farmer in the future 
probably won't be able to pay his freight rate? 

COMMISSIONER ANSCOMB: I do not say pay 


the freightrates. Mr. Sinclair said he could not pay 
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1 
3 any more freight rates. Do you say that, do you agree 
4 with that? 
r THE WITNESS: As far as I can see, with 
‘ the position of world markets now, I cannot see the 
‘ farmers getting any richer or the competition getting 
7 easier. I think if there was an increase in the 
P statutory rates, then production of wheat would be cut 
5 down quite a lot in Canada, and this may or may not be 
a in the national interest. 
hi COMMISSIONER ANSCOMB: I want you to forget 
; this national interest business for a minute -- and 
“ I must admit I would like somebody to tell me what 
" this national interest business really is -- but how do 
is you know that the farmer cannot pay any more- freight 
16 now, this morning? Have you got any evidence to 
17 support that? 
a A. No, if you put freight rates up for 
19 statutory grain, then some of them could not pay the 
20 freight, but obviously I do not think grain would stcp 
1 moving. Some of them could bear it and others could 
9 not. It depends on the increase in the rates. 
93 However, I am sure there would be less grain 
oA grown. simply because some of them could not afford to 
25 move the wheat at the new rate. On the other hand, 
he there would be some that could. Not all farmers are 
27 in the same position. 
* COMMISSIONER ANSCOMB: Every other business 
* in Canada is in that position. No matter what business 
30 it is, some can do this and some the other and some 
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cannot. 

A. Yes, if costs go up in the business, 
then some businesses go out in that line of trade. 
That is what would happen in the farming, I think, 
some of the marginal farmers. 

MR. SINCLAIR: Q. The farmer is in a 
different position in Canada, is he not, in that he is 
meeting nationalistic policies in the importing 
countries in regard to cereal grain production, and 
he is also meeting subsidized production in the very 
large competing area in the United States who resort 
to dumping into typical Canadian cereal markets. That 
is..so,..is .1t.not? 

Ay Apart from your last statement. I am 
not sure aboui dumping into typical Canadian markets. 
I would not accept that without having a look at it a 
little bit further. 

COMMISSIONER BALCH: Is it not possible, 

Mr. Sinclair, that Russia in the future may be quite a 
competitor with the world markets in grain? 

MR. SINCLAIR: Well, of course, Mr. Balch, 
at one time what is now part of Russia was a competitor, 
and I see no reason to think that, Russian trade 
policies being what they <-e, they will not be 
a very formidable factor; but I do not think we have 
to look as far away as Russia to look for a formidable 
factor on that question of grain sales and overseas 
markets. We just have to look to the United States. 


COMMISSIONER BALCH: Dumping, yes. 


obesi ta b i... Sa 

ita sonata 

dn hte TACOMA A 

at od dad al tom ent at ‘ons anges 

| aahtroqnl ‘ord at nsfotfod etvetinsottem gattooa 

| bie .molvowbexq atets feexes of fnepes abiaelatano 
| 


yisy edt of aelcoubord inh icles atactal ari teem oats al orf 

dyoaes orn yetede pevtatl ed’ at. sexs patteques. epzat aq 
| dad? , averhigm feeuee makbsaed. Laoloyd odnh, gat eeahwo? i 
| : ¢ton dt ek, oa at PP 
| an I .tushbsa¥a: Bek suey, mowt SaewA) oil ae 
| .zledrem cnthans) fsoteyd ott  gotqnub jvods.etea ten ie 
| e 3: Ys deol s anivsd tweddiw ted¢ sqscozm gon Sivow If 
| | todieut thd etsent Te 
| ,etdteaoa ton 32 ef tAOEAS ARMOTELIMMDD | 
5 editup ad usa atutd? ent mt sleouwi taddt ,skeloase sah | 
| Snksgy nt avevem bivew edd Adtw <odtdeanes 

.cdofed .4M .opivdoo. Yo <iiisw :HIATOMIC. .fM 


rottisquoe s Rew siaadf Yo 2120 won st dedw emit ono Ja 


obasxt mobail sett aotat et moaset on.eoe I. bap 
od jon [ftw yond .o.> yort temw gated astotio”g 
| ved 6% Sinkd? somob I suet (Todas efdshimsoy yrev es 


sidshimret 8 rot Moot o¢ shearfl es yawe. ast as, alaol a 
ansetoyo bre aefee mbsty to cobteoup dadd oo novos. 
.2otev8 DestaY orld of Agol of Sved, Jom, oW) .8t es 


ey .antqawd 6: Ad 


eae = Ragheg, vervex 13900 
(Sinclair) 
MR. SINCLAIR: Whether we use a harsh 


word like "dumping" or some other kind of word like 
"Joan" 
THE CHAIRMAN: Some device, 
MR. SINCLAIR: Some device. It.still has 
a tremendous impact on the ability of the western 


Canadian agriculture to carry increased costs, because 


it would be my submission, sir, that the efficiency 


of the western Canada farmer is certainly not less than 
his American counterpart, and that he operates under 
just as stable a government, and his costs of production 
other than transportation are not higher overall. His 
transportation costs are certainly very mach lower. 

But, notwithstanding all these things, his returns are 
substantially less than his American counterpart, and 
this arises from Government policy. 

It is these reasons that were behind the basis 
put forward by Canadian Pacific jointly with Canadian 
National, that the western Canadian farmer, without 
undue hardship, could not bear increased transportation 
costs; and, with the knowledge that under existing 
world market situations and demand elasticities, that 
an increase in those transportation costs would flow 
right back to the farmer. 

THE CHAIRMAN: Well, we will solve this 
question at two o'clock. 

MR. SINCLAIR: I have now found the part 
of the record where Mr.Hughes was dealing with this 
question I put to him and JI willshow it to him. 


---Luncheon Adjournment. 
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(Sinclair) 


On resuming at 2.00 p.m. 


THE CHAIRMAN: Order, please. 

MR. SINCLAIR: Q. Mr. Hughes, just prior 
to the luncheon adjournment we were discussing the 
position of the province of British Columbia in the 
matter of statutory rates on grain and grain products 
to export positions in western Canada, being your 
Chapter 4 in your part 1, and we had dealt with the 
first position that grain growing in western Canada 
and the movement of the grain and grain products to 
export positions was in the national interest, and 
you agreed with that, and I was on the second position, 
and that was, as I had paraphrased your position, the 
position of British Columbia was that the farmer in 
western Canada, the grain farmer in western Canada 
could not take up increased transportation charges 
without undue hardship, and you asked me to refer you to 
the transcript, and I hawe done so and it is volume 76, 
page 13489, where you said: 

"T have not studied the situation of 

farm income tog much, but the general 

impression I get is that the statutory 

rates will have to remain at the existing 

level, if the prairie provinces are going 

to continue to be a help to Canada in the 

exportsof wheat and so on that they are now." 

And then later on on the same page: 


"T think the wheat market is getthg 
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Hughes cr-ex 13902 
(Sinclair) 

more and more competitive, and I see 

no trend that farm incomes are going 

up.” 

It was on the basis of those answers 
to my friend Mr. Cooper that I paraphrased the position 
I put to you. In the light of that, do you accept 
-- you are not wanting to change that position? 

3 A. No, that. is fine. 

Q. The third position of British Columbia 
would be, I take it, that in the light of those two 
facts we have just discussed a difference between the 
statutory level and what would be a just and 
reasonable rate should be a AF atte upon the national 
treasury? 

A. Yes. 

Q. Then as I said to you at the recess, 

I now want to turn to page 13491 of Volume 76 and ask 
for some clarification. Here the Chairman asked you: 

"Do you agree with the C.P.R.'s submission 

in this connection, do you go that i 

Your answer: 

"T certainly do not, no. Well, fair 

contribution to overhead here, I think 

what I had in mind was the constant 

expenses which are solely related to 

the grain traffic. That is what I 

had in mind." 


Now, Mr. Hughes, it seems to me a 
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(Sinclair) 
little garbled, because I think we can agree that 
constant expenses are, by definition, not traceable, 
and, of course, if you have a solely related expense 
it is variable in its entirety. So what you are 
saying is that the contribution would have relation 
to ee aia expenses which are solely related must be 
garbled in some way, and I take t when you say you are 
not agreeing with the Canadian Pacific's proposal, 
it is really this, and see if you agree with this, 
that the Canadian Pacific proposal was that the just 
and reasonable rate for the movement of grain and 
grain products to export position in western Canada 
was ata level that would fit it in with the balance 
of the freight rate structure and thén was tested 
against total cost? 

A. Yes, 

Q. Now, your proposition would be that the 
level of the grain rate, such traffic being captive, 
should be fixed at total cost -- 


A. No -- have you finished the question? 


Q. ~- at total. cost as long as. that level 
would make the maximum contribution to the financial 
requirement of the railway, and that is your pro- 
position, is it not? 


A, Not quite. 


Q. Then I guess I don't understand your 
position. Maybe you could help me and possibly, 


through me, the Commission and tell me where I have 


SOREL xe-T2 asiggh 606 Se wae ee 
| (tBafontE) 


‘ ; Ain es 
feds senge nto 4sow Hatds I saueoed ,belduag efsdtr 
a bs 


,sidssese? ton .cofvintleb yd .9t8 seeneaxe dapdanoo. | 
eartoqxs Bedatet vislor s sven woy MW .satvos te bas.’ | 
eta woy tadw oc .worltns adi at sidetrsy et 3t | 
noljsies ovsed . binew nek¢uydbitacs sav ,Jads et gatyas 
$6 tcim Seielee ylofee ots dottiw apenegxs Jastenoo of 
oth You vse wvoy radu tf eded I brs .4aw 3110 43 ne befdtaa 
_[pe0oqoiq e’oftiost sastosne) edt sidiw snteerss gon 
BEAT doiw saris voy it see bas .abtg yvilees ef gi 
faut od civ sew Isnegerq soltice? netbeans) soi? dads 
Sas ato1ig to Joguevem ead tot etes efdanceset bras 
oltiaog txeqxe of atoubord alety 
wietse ens Adiwoakt Jf JL7 bluew teds evel eds san 
Devess aew ods bas srutounde etex tdgtet) es to 
TtR200 fatod Janlaas 

.eeaY «A 

ong vad) ed. ibivow aolLitaageug svoy wot **) 
<Ovisges gated ofitea? dese eves atsapy of? to Level 
-- troo Letvost Js hoxt? ed biyoda 

Snetcasup sad bédetnt? sey even ~-'o A 


.¥tr0ee ms I 


vel jisd3 ge anol a6 vaep Iatzot a )=+ * 
; alt sat of noligdiagnos masinxnem odd ostam bluow 


og ‘iueg lf Jerid Ome yyswiiss sid to thomeatupet 
TYon if et ,aoeltiaog 

-stlup Jou «A 

lucy, boadevebow ¢'aob t seers I qaect «£ 
wldlaseg bis em gion biven voy sdyaM snottteog 


over I siedw sm Ifey Oas aoleatuaned edt com rig 


| sate 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes cr-ex 13904 
(Sinclair) 
misstated it? 

a First of all, I will clear up this 
bit on page 13491 in answer to your question, and I 
do realise now, of course -- and it is in here -- 
what I mean by constant cost is constant to the whole 
system. Constant cost is not related to the grain 
traffic; there is not a solely related cost to 
grain. That is one part of the question. 

Now, the other part of the question. It 
is British Columbia's idea that the captive traffic, 
any captive traffic .-- the maximum rate shall not 
go above fully distributed cost. Now, the actual 
grain rate may be below fully distributed cost, but 
it may not be above it. 

Q. The only reason it would be below it 
would be where demand factors were such that if it 
was put at fully allocated cost, putting it at that 
level would result in a smaller contribution to const- 
ant expenses than if it was put at»a lowetolevellev> 
Now, that is basic to your position as to all captive 
traffic? 

A. Yes. If the demand is elastic you 
get a greater contribution if you reduce the price. 

Q. You are not saying it is significant, 
the elasticity? 

A. I don't know what the elasticity is. 


Q. When you are considering matters of that 


kind as an economist, one has to also consider not 


only price elasticity and the effect of price elasticit 
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but also the inability of certain fixed segments of 


the community to move quickly. This is a factor that 
an economist must look at. Corrrect? 
A. Yes. 


Q. And while I recognise you have only been 
in Canada a short time, you would agree that another 
factor thee leat be looked upon is the socialogical 
factor which marked changes in the grain-growing economy 
of western Canada would bring about by marked shifts 
in price to the farmer? 

A. Yes, 

Q. And all these things taken together, 

I suggest to you, makes for the factors that you look 
upon and take into consideration when eonaiansiee 
elesticity of demand for transportation? 

A. When one is studying elasticity of 
demand for transportation, it is usual to take the 
short-run in which these socialogical factors -- they 
are just not there in the short-run; and if you are 
talking about the long-run, it is not very usual to 
talk about long-run elasticities. 

Q. Do you not think that socialogical 
changes in western Canada are operative in the short-run 
in respect to elasticity of demand for transportation 
in the movement of grain? 

A. No, not socialogical factors. af 
you put the grain up socialogical factors would not 


affect the short-run. 


Q. In other words, you are saying that 
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2 because you think transportation demand is inelastic? 
3 A. No; in the long-run the demand for 


4| transportation would be elastic. 


S| _Q. I asked you in the short-run? 
6 A. It would be inelastic. 
7 Q. The socialogical factors alone would 


8| make it inelastic? 

9 A. I wouldn't agree with socialogical 

10| factors in the short-run. It may be that the 

11| farmer is growing his wheat and he has to move it 

12/| and sell it, and therefore he will demand transport- 
13 ation even if the price has gone up. It has nothing 
14| to do with socialogical conditions; it is just that he 
15|| is growing his wheat. 

16 Q. Let me suggest to you that the whole 

17 socialogical factors would motivate authorities to 

18 protect the farm communtty and not allow large movements 
19| off farm because of the change in the transportation 
20| factor, that socialogically that could not happen in 


21] the short-term? 


22 A, In the short-term, no; in the long-term, 
23 yes. 
24 Q. And a. short-term in the matter where th 


25 whole of the economy for seventy years has been built 
26 around growing grain, cereal grains,may be thirty years 
27 or so; in other words, a family cycle? 

28 A. No. I am talking about price 


29/ elasticities and changes in freight rates. If you 
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2 are talking about thirty years or more, then I weuld 

31 call this the long-run. 

4 Q. I am asking you on socialogical factors. 
SI you couldn't envisage changes in more than the family 

6 cycle, say, thirty years. It would have to be done 

7 very, very gradually if you are going to shrink the 


8 western farmer in western Canada? 


9 A. Yes, I would agree it would be a long 
10| cime. 
11 Q. Now, when you deal with fully allocated 


12] costs as fixing the level for captive traffic -- and 
13 you, of course, make reference to the burden studies in 
14 the United States on a number of occasions -- when you 
15! talk about fully distributed costs or fully aftodated 

16 costs, you mean calculated as they are in the United 
17! states Bureau of Cost-finding? 

18 A. It doesn't matter which method you use, 
19 whether in the grain study or the 1.C.C., they are 

20 both an arbitrary allocation of constant cost. 

21 Q. What you mean is that by arbitrary -- 

2: I suggest to you that doesn't allow tracing; it means yo 
23 have to pick a statistical technique and divide it 

24 equally over all traffic without actually tracing the 
25 traffic which occasions the «pense? 

os A, That is correct. 

27 Q. You said it didn't make any difference 
28] to you whether you operated under the United States 


a distribution of constant costs or under the one adopted 
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ANGUS, STONEHOUSE & CO. LTD. : 
TORONTO, ONTARIO Hughes cr-ex 13908 


(Sinclair) 


in the grain studies presented to this Commission? 

A. In the brief we state the method used 
in the grain study would be quite acceptable, but any 
level for the fully distributed costs should be wlated 
in some way to the out-of-pocket expenses of moving 
the traffic. Either of those methods would do that. 

Q. But there are some other differences 
you may have overlooked, and I don't want to try at some 
later date to take your evidence out of context. In 
the United States allocation the deficit is dis= 
tributed over freight? 

Ap Yes, in this burden study. 

Q. And you accept that? 

A. I don't accept the principle of freight 
shippers paying for passenger shippers. Something 
should be done about that. But if you can't do. any- 
thing about it, if the position is there and this 
was the constant expense, then it has to be allocate 
to whoever can pay it. 

Q. Then, Mr. Hughes, you had a number of 
questions put to you which finished by you stating at 
page 13499, Volume 76, that on the Canadian Pacific -- 
and I am using your words -- “it is a clear case. 

THE CHAIRMAN: What was a clear case? 

MR. SINCLAIR: A clear case that the 
burden from grain had been borne by the other shippers 
and I think the witness said later on in answer to 
ane of my friends, he qualified that to some degree 


by saying that there was some of each, some berne by 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Hughes cr-ex 13909 
(Sinclair) 
the railways and some borne by the shippers. 

Q. Is that correct, Mr. Hughes? 

A. Yes. 

Q. I just want to see how you come to 
the view that some of the burden arising from 
the statutory grain rates has been borne by the 
Shippers and has not been borne by the railways, and 
I must do this, if you don't mind, by asking you to 
consider specific movements as examples. For 


instance, apples out of the ‘ Okanagan: How would 


they have affected the movement of apples out of the 


Okanagan, how would the shippers of apples have borne 
any part of the statutory grain? 

A. Well, apples -- I am troseee af to think 
of the percentage increase in apples, whether it is 
a low percentage increase or a high percentage increase. 
The very fact that there has been a percentage 
increase puts the burden on the apple growers in 
the Okanagan. 

Q. Are you suggesting that if grain had 
borne its proportionate share of increased costs of 
transportation the rate on apples would have gone up 
less, notwithstanding the fact that on Canadian Pacific 
it has been 3 per cent or 4 per cent? 

A. Yes, and I have based my answer on what 
Mr. Edsforth said. 


Q. They did not state that the increase 


would have been less, all they said was it would be 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Hughes er-ex 13910 


(Sinclair) 

a factor to take into account when the percentage 
increase was applied. You see, Mr. Hughes, what you 
have overlooked is that the result of percentage 
increases is an empirical testing of the market. Let 
me give you the example of lumber, which you. are very 
familiar with, coming from British Columbia. Mr. 
McDonald pointed out that since 1951 the increases in 
the lumber shipments east were 19 per cent, but even 
from the post war period that was 78 per cent, and even 
theugh the rates are fixed at a commodity level, 
they still reflect competitive factors? 

A. Let me give you an example of a com- 
petitive rate that has gone up on lumber 148 per cent. 
It has gone up from Vancouver to Winnipeg 148 per 
cent since the first general level, so I can't see how 
you can say we have not been taking the increase 
in other areas. 

Q. There is another one that has gone 
up 86 per cent, and that is to Saskatchewan. Have you 
figured that one out, too? Does this not_ show, 
Mr. Hughes, that, notwithstanding percentage increases, 
the vey ability of the traffic to withstand transport- 
ation charges and continue to move freely -- the 
rates have been adjusted to that factor? 

ae Yes, andthe point is that it is the 
other shippers that are bearing the burden. if 
it wasn't for the percentage increase, then’’they 


1¢ t 
wouldn't have to pay 148 per cent increase into 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13915 


TORONTO, ONTARIO (Sinclair) 
1 

> Q. They wouldn't; so that what you are saying | 
‘ 1s that with that the railways made a proper profit to 

4 keep them in a financially sound position. In the 

. light of that let me take the years 1958 and 1959. In 

4 1958, you will recall from your reading that the Canadia 

y National Railways had a deficit of avanpiieueesy 

g| $50 million and canadian Pacific made a return of 2.7 

9 per cent on its net investment. In 1959 Canadian 

" National had a deficit in excess of $40 million and the 

11 Canadian Pacific made a return again of 2.7 per cent, 

2 leaving off fractions. 

13 In the light of that, even at the rates -- 

sa some 150, some maybe 140, some 75, some 35 over any 

15 given level -- how can they be bearing a burden of 

16 grain rates with that very small return? --- 

"7 MR. BRAZIER: I don't see too much connection 

18 between the two. 

19 MR. SINCLAIR: Maybe I can explain it to my 

20 friend. 

1 Q. This isn't clear to you? Is it clear 

22 to you, Mr. Hugnes? 

23 A. No. 

24 Qe All right. I will explain it again. 

95 What you are assuming, Mr. Hughes, is this, that tne 

26 Canadian Patific can forego any increase from one-quarter to 
27 one-third of its total Canadian traffic and transfer 

98 the burden that should have been borne by that traffic 

29 to other traffic and still allow it to move freely 


and maximize the movement on pehalf of the carrier? 
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ANGUS, STONEHOUSE & CO. LTD. Hugnes, cr-ex 13916 


TORONTO. ONTARIO 


(Sinclair ) 

1 

That is the assumption, 
3 A. That seems a little involved, because . ./. 
4 Q. Well, it is an involved situation, and I 
5 think you have to get it down to its elements, 
6 Did you know that grain and grain products 
7 involved between one-half and one-third of the total 
8 freight movement of the Canadian Pacifie? 
9 A. yes, I did, 
10 Q. Then, you are suggesting the railways, 
rr notwithstanding that, were able to transfer all that 
2 burden to the balance of its traffic? 
13 A. No, but they have certainly transferred 
14 some of that burden, because as Mr. Edsfortn said in 
15 cross-examination the horizontal percentage ‘increases 
16 would be between 112 per cent and 115 per cent instead 
7 of the very large one of 157 per cent increase that 
18 we have; so that suggests to me that there is some 
19 burden there, There may have been some burden to 
20 the railway as well, but there has certainly been a 
1 burden on the shipper. 
22 Q. What Mr. Edsforth said was that if you 
23 took the revenue requirements in any given year and 
24 applied those to the dollar amount of traffic that the 
25 railways had to carry by statute in 2 given year 
6 the resulting calculation would have been less; but we 
27 have been testing now for two years, and so while you 
28 can do these things theoretically I am asking you to 
i | turn your mind to it practically and take 1955 and 1959 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, er-ex 13917 


TORONTO, ONTARIO 


(Sinclair) 
1 
3 was able to transfer the costs associated with carrying 
a from a quarter to a third of its total freight in 
; Canada to the balance; and the fact that it hasn't been 
- able to so is demonstrated by the fact that it only made 
s a return of 2.7 per cent. 
' Do you not see that and agree with it? 
‘ A. I agree with that, but I can only go part 
: of the way. But some of the burden has been borne by 
- the other shippers, and I would like to give you what 
5 Mr. Edsforth did say. 1. COON 190k 2% .t1m ag oe 
- Q. Well, you can read it and I will argue 
- about it. Youa@n read it if you wish. 
vi COMMISSIONER GOBEIL: May I ask you a question, 
™ Mr. Sinclair? 
16 MR. SINCLAIR: yes. 
rr COMMISSIONER GOBEIL: Do I understand if 
# the C.P.R. would have $40 million more subsidy given 
19 to the farmers -- to the railways -- for grain export 
s it wouldn't change anything in the tariff? 
21 MR, SINCLAIR: I wouldn't say that; I wouldn' 
291: say that at all. I would say that that is a factor 
93 which must be taken into account and the rates looked 
ba at in the light of the availability of that money. But 
95 I am now talking about who is carrying the burden, 
26 You see the reason why this is important. Royal 
27 Commissions sometimes make mistakes. We pointed out 
28 one with respect to the short line to the maritimes .. 
29 MR, FRAWLEY: The second Turgeon Commission 


was another one. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13818 


(Sinclair) 
1 
9 MR. SINCLAIR: I am talking about facts, 
3 not about opinions on Royal Commissions being wrong. 
4 MR. FRAWLEY: Hard facts so far 
5 as Alberta is concerned, 
6 MR, SINCLAIR: The point I was making, until 
7 I was so rudely interrupted in answering -- the point i 
3 that in the Turgeon Royal Commission of 1949-50 the 
9 mistake was made of assuming that the burden of the 
10 statutory grain rates had been transferred by the 
1 railways to other shippers, notwithstanding the facts; 
12 but I am saying to this Commission now that whatever they 
13 did this has not been so today, I have given you the 
14 years 1958 and 1959, and the results which have pointed 
15 up, if I may say, very helpfully, this point; and it is 
16 too bad that this is so, by the position of the Canadia 
7 National and Canadian Pacific combined. 
18 But the specific answer to your question: 
19 Does that mean that it wouldn't affect the rate 
20 structure? -- The answer to that is No, it would 
m1 affect it because it would give traffic officers an 
22 opportunity to operate within that amount of net 
3 revenues to maximize the flow of traffic at different 
24 levels, which they cannot do now. 
25 THE CHAIRMAN: I suppose we will hear a 
6 lot more about that later from both sides. 
27 COMMISSIONER MANN: On the assumption that 
28 Canadian Pacific had, in 1949, advanced to the Turgeon 
29 Commission the formula you are now advancing, and on 


tae further assumption that the Turgeon Commission 
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would have granted your request ... 

MR. SINCLAIR: yes? 

COMMISSIONER MANN: e « e would the increases 
since that time have been as high as they have been? 

MR. SINCLAIR; Well, if I may answer that 
in this way, I would think that the increases would not 
nave haito be as high because the attrition and erosion 
that arose from the empirical testing out of the demand 
for transport characteristics for some other traffic 
would not have been necessary, and for that reason the 
increases wouldn't have been as high, 

THE CHAIRMAN: Would other rates have been 
lower? 

MR. SINCLAIR: The answer to that, for the 
reason I have given, is Yes. 

THE WITNESS: I want to give you, Mr. 
Sinclair, the bases of my opinion in my answer. 

MR. SINCLAIR: Qe yes, by all means, 

A. In Volume 13 at page 1815: 

bal Can you give me any indication 

of what the percentage increase would 

have been had you been able to increase 

the statutory rate on the various in- 

creases that occurred since 1950, what 

the percentage would have been, 

nAY Well, that is quite an h- 
volved calculation, Mr. Brazier. I 
would think around -- it may have been 


115, 112 per cent, I don't know; it 


would be in that range, I think.” 
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(Sinclair) 
And Mr. Roberts, in Volume 28, page 4175, line 12: 

PA. Well, of course, rates have 
moved up in general revenue cases higher 
than they would have had we been able to 
places the emphasis on statutory grain. . ." 

Then, moving down to line 21, to a question by Mr. 
Blair: 

"Q. You say ‘unless a substantial 
burden! -- these are your words -- ‘were 

to be placed on other traffic.! Have 

you any idea what other types of traffic 

might have to bear any burden? 

wax Well, they have all shared, 

I would say, Mr. Blair, in varying de- 

grees, because we have applied increases 

as and when it was possible for us to do 

SO. 

"Q. So that yow conclusion is that 
the burden has been imposed upon them? 

"A, There has been a burden on 
traffic and a burden on tne railways as 

a result of the statutory rates." 

Those are the bases of my opinion. 

Q. And you would agree that, whatever was 
the fact over the ten years from 1948 to 1958, the 
testing ground is here now, and you @n see the effect 
of a given rate level subject to empirical testing by 
improving volume, by lowering certain things... 


A. I can, certainly. 
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Q. - « « without it bearing any part of 
the transportation costs that are rigntfully belonging 
to it in view of its proportion to the total traffic? 

A. I can certainly see the effect of this 
increase in burden on other traffic. I can see the 
effect in connection with truck traffic -- the erosion 
of that class of traffic to the truck. I think you 
mentioned the erosion of traffic to rates being pushed 
on to the other traffic. 

Q. You seem very anxious to talk about the 
erosion to trucking traffic, but let me suggest to you 
that if traffic is competitive then the rate, if the 
railways were moving the traffic, is taking into 
account the alternative transportation media and is 
properly pricing the traffic? 

A. Oh, yes. 

Q. So that they wouldn't change the price 
of that traffic? 

A. No. 

Q. And if the railways on captive traffic, 
on your basis of rate making, were charging less than 
fully distributed cost then there would be one reason 
for saying, under your scheme, that there is no burden 
put on that traffic; is that correct? 

A. Well, the very fact that the railway 
rates are high -- even rates that may be paper rates 
wnich the railway may be wanting to come down lower -- 
wnen the railway puts on a rate increase because of 


general rate increases then tne truckers will move in 
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TORONTO, ONTARIO a 
j (Sinclair ) ae 


and take the traffic; and at that time it is too late 
for the railways to backtrack and take over the traffic 
again. ics ttt have been going up, and truck 
competition has been coming in, and one reason is, 

at least, high rates due to the statutory grain, 

Q. Let us go over it again. I say: In 
respect to the fact of traffic being captive, if that 
rate on the captive traffic is less than the fully 
allocated cost that traffic has not been bearing any 
burden because of tne fixed rate on grain. Is that 
correct? 

A. You are quite right, except that the 
rates would not have gone up so much had it not been 
for the losses in other areas. 

Qe Well, now, Mr. Hughes, I think from those 
answers and the answers to which you referred I can 
present whatever argument I have on behalf of tne 
Canadian Pacific to the Commission on this subject. 

I now come to your Chapter 5 and your one-and- 
one-third rule, As Mr. Frawley was anxious to say a 
minute ago, the Turgeon Commission made an error nere, 
They made a grievous error; and I certainly agree with 
the position of British Columbia in respect to the 
one-and-one-third rule and the fact that it has intro- 
duced into the rate structure an unnecessary and un- 
justified artificality. 

These were the words you used yesterday, that 
it introduced an unnecessary artificiality, and I think 


that is a very happy phrase, and I think, Mr. Hugnes, it 
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is one that I will adopt as properly describing the one- 

and-one-third. 

Now, we turn to Part 2,if we may, of your 
submission . .. I am sorry, there is one other note I 
nave here and I must clear it up, because tne fact that 
my friend Mr. Hume expressed surprise at your answer 
didn't clarify it. 

This was an answer given to one of my friends, 
in which you said that the economic way of moving grain 
on branch lines might be trucks. Now, I take it, Mr. 
Hughes, you are aware of tne transcript where tne average 
rate on domestic grain is stated by Mr, Edsforth to be 
something around 2 cents per ton mile? 

A. yes. 

Q. And I take it that it was your under- 
standing tnat the railways' proposal is an overall 
average of a rate at one cent per ton mile? 

A. For the statutory grain? 
Q. For the statutory grain. 


A. yes. 


Q. It is 1.0 cents; in other words, half 
overall on the average of the rate tnat would be operate 
with respect to the average rate on domestic grain, 
western Canada? | 


A. yes. 


Q. You also, I presume, know the evidence 
that there is relatively little -- just very small -- 
trucking of domestic grain in western Canada? 


As yes. 
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* ANGUS. STONEHOUSE & Co. 
TORONTO, ONTARIO - Hughes, Cr-€x 13924 


(Sinclair) 


Q. Even the average rate is 2 cents per 
ton mile? 

A. ven, L ao. 

THE CHAIRMAN: Is there evidence as to that? 

MR. SINCLAIR: Yes. 

COMMISSIONER PLATT: I would like to know what 
part of the transcript ... 

MR. SINCLAIR: The part of the transcript 
where that evidence was given? 

COMMISSIONER PLATT: Yes; where rural grain 
moving -%, 

MR. SINCLAIR: Domestic grain; I will look 
it up and give you the transcript reference. 

MR. HUME: My recollection is that it was one 
of the witnesses in Alberta, and my friend might look 
CHET? . There was a considerable amount of it in 
Alberta; one of the witnesses in Edmonton, 

MR, SINCLAIR: Well, of course, I recall the 
evidence, and I know that tnere are some substantial 
movements of grain for substantial distances at tne 
railnead; but it is because the railway movement in tnose 
areas is not available that there is some of that coming 
on the N.A.R. and some to Meadow Lake; and there are 
in a number of places in western Canada trucks operated 
by grain corporations -- grain-handling organizations -- 
to bring it to railnead; but tnere are no substantial 
movements that I know of. 

But I think that is in tne record, and if I 


have misstated it then I will have to get the evidence; 
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or (Sinclair) 

and I will find the transcript reference and give it to 

you. 

MR. HUME: At pages 3073 and 3074 Mr. McCoy, 
in giving evidence as to tne Canadian National Railways, 
said that there was a movement of domestic grain. He 
didn't qualify it with any adjectives, but he cer- 
tainly indicated that there was such a movement. 

MR. SINCLAIR: very well, I will look it up. 

Q. Mr. Hughes, my point was this, and what 
I would like you to comment on is that tne railways’ 
proposal is based on averaging of all movement to 
export positions? 

A. Tne railways proposal is what? 


Q. For what would be a just and. reasonable 


A. yes, 

Q. - « - of one cent -- that is based on 
an average? 

A. Well, I will take it that that is the 
proposal, yes. 

Q. Now, if, for instance, in certain move- 
ments trucks moved grain I presume it would be tne 
position of British Columbia that they would have to 
accept the same obligation as the railway in regard to 
the movement of grain? 

A. Yes; wnen I was replying to Mr. Hume 
yesterday I didn't have in mind that the trucks would 
move export grain at the export level -- should I say -- 


at present export level; and even if it isn't up to 
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fully distributed cost I cannot really see the trucks 
moving it. But the reason why trucks don't move 
domestic grain is that there is the feed grain subsidy 
of about $17 million on railway-moved grain, 

MR, HUME: On trucks, too, 

THE WITNESS; On trucks, too, is it? 

MR. BRAZIER: Not in British Columbia, 

MR, SINCLAIR: I will accept my friend's 


answer on behalf of the Trucking Association, 
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ANGUS. STONEHOUSE & CO. LTD. 
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Hughes cr-ex 13927 
(Sinclair) 
Well, I think we have clarified the position then, 
that you were not concerned with trucking. You 
have made no study, have you, as to this, about the 
movement and cost of movement by truck versus the 
cost of movement of grain by rail? 

A. No; ot don't know of any studies. 

Q. You see, Mr. Hughes, as far as I know 
-- and maybe you can assist the Commission if you know 
differently -- containerization such as Strick or half- 
containerization off the farms and then doubling up 
to allow them to haul them to the railhead, has not 
been adopted in the movement of grain in Canada, not 
to my knowledge. Have you ever seen it? 

A. No, I have never seen it. I don't 
know much about short-haul movement of grain to rail 
head. I don't know how they do it. 

Q. Short haul of grain has to be 
relatively small truckloads or else it has to be double 


handlec 9 


A. If what you are saying is right, it is obviously true. 


MR. BRAZIER: Mr. Sinclair was a farmer at 
one time. 

MR. SINCLAIR: I am in the happy position, 
Mr. Brazier, of knowing there is money in farming 
because I have put it there. 

MR. GUEST: It is safe anyway. 

MR. SINCLAIR: Q. Now, I am going to 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Hughes cr-ex 13928 


(Sinclar) 
understand this rate proposal that you have got, and 
I hope you will bear with me in it. 

I am sorry, Mr. Chairman, every time I go to 
start on this place that I approach with a certain 
amount of caution, I find another note of what I 
meant to ask the economist witness for British Columbia. 


That is, that you made reference to the lumber 


“and the effect of freight rates on lumber, and you 


made reference to the United Kingdom market. What 
impact has rail freight charges in Canada on the 
movement of B.C. lumber to the U.K. Market? Tell 
the Commission, please, how they do have an effect? 

A. Yes, there is not any real effect at 
all of railway freight rates on the movement. of lumber 
to the Britixh market unless you are railing some to 
the seaport. 

Q. I thought that might be your answer and, 
through the assistance of Mr. Gardiner, Mr. Wood 
found out how many there were. They publish export 
rates from the coast by St. Lawrence ports and they 
tariffy them as 230A,supplement 1, CFA 104K. In 
the three months March through May 1960 there were 
three carloads that moved that way out of the very 
large shipments. 

A. Three carloads or & waybill sample? 

Q. No, those are three actual movements, 
that is all the railways received, Now, we will get 
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TORONTO. ONTARIO (Since lair ) 
1 
you do mean, You say that your new world for rate- 
2 
making is to be cost-oriented, that is fundamental? 
. A. yes, 
& 
Q. The next fundamental is that value of 
) 
the product must not be a factor in classification? 
6 
A. Yes. 
7 
Q. And the third factor is that route costs 
8 
must be reflected in each rate; correct? 
9 
A. No, in the minimum rate schedule, and it 
10 
would be in the maximum rate schedule, 
11 
Q. Well, then route costs are a factor in 
12 
each rate? 
13 
A. It is a factor in the minimum rate schedule 
14 
and then whatever the railway would like to charge above 
15 
that then it will be quite free to do so. 
16 
Q. But it is still a factor in each rate? 
17 
A, No, it is not. It is a factor in the 
18 
minimum out-of-pocket costs, minimum rate, 
19 
Q. Which is a factor in each rate? 
20 
A. It does not necessarily mean you would get 
val 
route costs reflected in tne actual rates, original charge 
22 
Q. Just a minute. I am trying to get these 
23 
things down one, two, three, four. Tnen we will start 
24 
a on the changes in a minute, Tne first was they are 
5 
cost-oriented; second, that the value of the commodity 
26 


has no part in the classification; thirdly, the route 
costs are a factor only, you say, on the minimum scales 
and in the maximum scales? 


A. Yes. 
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(Sinclair) 

Q. And fourtn, the maximum scales apply 
only to captive traffic which you define as traffic for 
which there is not an existing reasonable method of 
transporting the commodity concerned --- 

A. By rary 

Q. By rail, Is there anything I have left 
out? 

A. I am quite sure you will find them. I 
cannot think of anything offhand, 

Q. Now, tne purpose of your new rate scheme 
was to simplify the rate structure and make it more 
easily understandable? 

A. That is one purpose, 

Q. How many tariff rate changes would you 
expect under your rate scnedule? 

A. I should think they would be considerably 
less than they are now. 

Q. How many do you think there are now? 

A. I did know the number. I know it is 
a few thousand, 

Q. A few thousand? Would you be surprised 
if I suggested to you that there are about thirty 
thousand tariff items, changes in the existing freight 
rate classification, Canadian that is, eliminating 
American? 

As I would not be at all surprised. 
MR. BRAZIER: Is that per year? 


MR. SINCLAIR: per year. 


Q. I would suggest to you that under your 
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“ ANGUS, STONEHOUSE & Co. LTD. Hughes, er-ex 1393] 
TORONTO. ONTARIO —— 
(Sinclair) 


System that would go into the hundreds of thousands? 

A. I suggest -- I don't think it 
would. 

Q. Have you tried a figure out what it 
would cost the railways to make tariff changes under 
your proposal? 

A. The tariff changes would be when the 
railways thought the value of service factor was a 
little different. As I see it, there would be two 
basic tariffs, a captive tariff or non-competitive 
tariff, and the competitive tariff, 

we think that the railways can do what they 
want. They can have as many tariffs as they want or 
as few as they want, and there is no more reason to 
think that the tariffs should go up to hundreds or 
thousands, I cannot see that at all. 

Q. Well, my advisers are practical rate- 
making people who have tried to understand this, and 
your suggestion is that you think they are wrong. You 
are entitled to their opinion and they are entitled to 
theirs. 


A. I wrote the scheme and with a lot of 


practical advice, 


Q. Did you make out the scheme with a lot of 
practical advice? 

A. With a lot of practical advice, and it is 
my opinion that the tariff changes would certainly be 


no more than they are now and probably a lot less. 


Q. Did you receive practical advice from the 
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TORONTO. ONTARIO (Sinclair ) 


traffic managers of the lumber industry on the coast, 
and are they whole-heartedly Supporting your cost of 
service, so-called pricing System? 

A. We have a traffic advisory committee 
there, and the lumber manufacturers are part of this 
committee, and the committee fully supported it, yes. 

Q. Did Mr. Brazier not let you see the 
letter of 2nd June to the Attorney General and Minister 
of Industrial Development, Trade and Commerce, from the 
Council of the Forest Industries, copy of which was 
sent to the Vice-President of Traffic of the Railway -- 
presumably to let you draw this to their attention. 

You saw this? 

A. iLihave seen it . 

Q. Are you saying, notwithstanding this 
letter and the language used in it --- 

THE CHAIRMAN: What is that letter, Mr. 
Sinclair? 

MR. SINCLAIR: It is a letter addressed to 
the Honourable Robert W. Bonner, Q.C., Attorney 
General and Minister of Industrial Development, 

Trade and Commerce, Parliament Buildings, Victoria, 

B. C., dated June 2nd, 1960, with copies to Mr. Brazier, 
Mr. A. H. Hart, Vice-President, Traffic, Canadian 
National Railways, and Mr. C. D. Edsforth, Vice-President, 
Traffic, Canadian Pacific Railway Company. 

MR, BRAZIER: I have not yet been able to 
find out whether this was inspired by railway traffic 


men or not, 
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THE CHAIRMAN: Who wrote this letter? 

MR, BRAZIER: Mr. Nicholson, 

MR. SINCLAIR: Mr. Nicholson, who is presiden 
of the Council of the Forest Industries of British 
Columbia. 

I don't know whether we have been able to 
inspire Mr. Nicholson to write a letter like this, or 
to have the people go over to see the Attorney General. 
Whatever it is, there is the letter, and there are 
some parts of that I would like to refer to, with your 
permission, 

COMMISSIONER GOBEIL: Is it signed as 
president? 

MR. SINCLAIR: It is signed as president of 
the Association. 

MR. BRAZIER: Mr. Chairman, Mr. Nicholson's 
name has been mentioned. I think as a member of the 
Bar you would know Mr. J. R. Nicholson, who was a 
practising lawyer in Vancouver until the lst of May, 
and he has just become what they term as president of 
the Council of Forest Industries of British Columbia, 
which is an organization of other forest industry 
organizations, such as B.C. Lumber, the Plywood 
Association, Mr. Nicholson has just stepped from 
the practise of law into being president. 

Now, I think sinceMr. Sinclair has brought 
this up, the whole letter should be filed as an exhibit. 


MR. SINCLAIR: By all means. 


THE CHAIRMAN: Well, read it and file it. 
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ORONTO. ONTARIO (Sinclair) 
MR. SINCLAIR: I will read the letter in its 
entirety then. It is addressed; 
"Dear Mr. Minister: 

"Re: Submission of the Province of 
Britisn Columbia to the Royal Commission on 
Transportation. 

"Thank you for the privilege and the oppor- 
tunity afforded to present to you personally 
the views of the Council of the Forest Indus- 
tries on the Submission described above." 

That is the submission of the Province that is now 

before this Commission, 
"Our delegation is most appreciative of the 
friendly reception and the attentive hearing 
given on the occasion of my recent visit 
accompanied by Mr. J. V. Christensen, Presi- 
dent of the B. C. Lumber Manufacturers 
Association, and Mr. Walter Campbell, the 
Chairman of our inter-association Traffic 
Committee. 

"T had to leave for Ottawa almost imme- 
diately after seeing you in Victoria and my 
absence accounts for my not having written 
to you at an earlier date tne letter which, 
on the occasion of the said visit, we said 
would be written as a follow-up to our talk 
with you. As we advised you at that time, 
our Council and its member-associations snare 


the widespread concern of tne Provincial 
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Government and of industry generally through- 


out the province regarding the high freight 
rates payable on shipments of goods from 
British Columbia to other parts of Canada. 


It was because of this concern that the Boe. 


Lumber Manufacturers, the Plywood Manufacturers 


and Consolidated Red Cedar Shingle Associations 


of British Columbia submitted a joint brief to 


the Royal Commission on Transportation at its 


hearings in Vancouver in February last, 
Since that brief was prepared and presented, 
the Provincial Government, having after 
careful study come to the conclusion that 
the application of such a concept a theory 
will result in more equitable treatment to 
industry of the Province in the matter of 
freight rates, has come out strongly in its 
submission to the said Commission in favour 
of the 'Cost-of-Service'concept in rate- 
making. We sincerely hope that these 
efforts of the Government will result in 
lower rates than those now applicable to 
timber and lumber products moving east- 
bound by rail from the coast region. We 
feel strongly that such a reduction is most 
important to our industry and to the economy 
of the Province. 

"While it is ready and willing, how- 


ever, to support any action that it feels 
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' will result in lower freight rates for the 
; lumber industry and other coast Shippers in 
: British Columbia, the Council of the Forest 
; Industries is not prepared, at this time, to 
2 give its ungualified support to the portion 
: of the submission of the Provincial Government 
‘ advising the 'Cost-of-Service! theory in rate- 
; making, Many experienced traffic men in the 
‘n employ of our member companies are worried 
rr about the practical application of such a 
12 theory and these experts have even more 
13 serious doubts as to whether a strict appli- 
14 cation of such a concept will result in lower 
15 rates to shippers of lumber and lumber -products 
16 from the coastal region. As we advised 
17 you, however, while in view of opinions 
18 expressed by so many traffic men with several 
19 years of practical experience, our industry 
20 cannot support this part of the Government's 
21 submission., we most certainly do not intend 
22 to oppose the Government's stand. Our ex=- 
23 perts are not sufficiently clear as to just 
24 how such a theory would be applied 5° as 
25 to be able to eitner support or oppose the 
26 submission at this time. As we explained 
a7 to you, however, since we do entertain these 
28 doubts, we feel we should go on record with 

| 29 you to that effect before the submission is 


30 put forward before the Commission, 
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“Our industry is particularly concerned 
with the fact that, since the movement of 
forest products by rail from British Columbia 
to Eastern Canada involves many long hauls, 

a portion of the overhead and carrying 
charges of the railway concerned, if a 
‘cost-of-service' formula should be strictly 
applied, would be assigned to every mile of 
any long haul and the commodities affected 
would suffer a disadvantage because they 
would have to pay their proportionate share 
of all such charges. 

"We are concerned as to whether, and, 
if so, how the competitive factor, which of 
course is recognized in the present rail 
freight rate structure, will apply if the new 
theory advanced by the Government is approved 
and adopted. For instance, what will happen 
if a shipper can get cheaper transportation 
from some other type of carrier, e.g. water 
or motor transportation? Will the railways 
pe free to meet such competition, regardless 
of the minimum rates which apparently are 
involved in the 'Cost-of-Service' concept? 

“we are also concerned as to how the 
convenience factor will be applied if the 
'Cost-of-Service!' theory be adopted. For 
instance, where a shipment of goods is being 


made from the Pacific Coast to Edmonton and 
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the shipper wishes to drop a relatively 
: small part of the load at a C.P.R. Station 
. en route, such as Hammond or Mission, how 
‘ will the freight rate be made up? Today 
P the lumber industry gets the benefit of 
the rate quoted by both railways, C.N.R. 
, and C.P.R. from Vancouver to Edmonton and 
’ yet they are free to use C.P.R. rails and 
a either drop or pick up freight at a C.P.R. 
a Station if convenience dictates such a course. 
‘ "Again we are concerned with the amount 
13 of compensation that would be payable in any 
14 'Cost-of-Service' Tariff structure because 
is of the insurance factor which arises out of 
16 the fact that the Lower Mainland of British 
7 Columbia has several alternative rail routes 
18 to Eastern Canada and it is essential that 
19 more than one such route be maintained. The 
20 'Cost-of-Service' theory seems to involve the 
21 shortest possible route, but in practice 
22 this insurance, as well as convenience, 
3 competition and probably other factors, 
24 should and no doubt will come into the 
5 picture, 
6 “When some weeks ago a delegation from 
27 the B. C. Lumber Manufacturers Association 
28 interviewed Mr. C. W. Brazier, Q.C., the 
29 counsel who is representing the Province 
30 before the Royal Commission on Transportation, 
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: and the economists who have been advising 
: the Government, they were assured that the 
i introduction of a tariff based on the 'Cost- 
; of-Servicet theory would not result in 
é higher rates to the forest industries of 
: the Province. My recollection is that, in 
“ the course of our recent interview, you said 
: that this was also your understanding and you 
10 stated that, if further study or opposition to 
ul this new concept disclosed that it would not 
12 obtain the objective that the Province has 
13 in mind and benefit Provincial shippers, part 
14 of the Province's Submission would be modified 
15 or possibly even abandoned. Our delegation 
16 was pleased to receive this assurance from 
17 you and, on the other hand, we can assure you 
18 that if further information and study convinces 
19 us that the introduction of the proposed 
20 theory will result in a reduction in heavy 
21 freight rates now in effect, we will support 
22 the Government's stand. As we informed you, 
23 however, our doubts as to the practical appli- 
24 cation of the theory in question are suf- 
25 ficiently grave that we cannot give you 
26 that support at this time. 
27 “As mentioned to you, I am sending a 
28 copy of this letter to Mr. Brazier in Ottawa. 
29. I am also forwarding a copy to each of the 


30 Vice-Presidents of Traffic of the railways 
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concerned, 
“Respectfully yours, 
“J. R. Nicholson, 
“President.” 

---EXHIBIT NO, 148: Letter dated June 2nd, 1960, 
from President, Council of 
Forest Industries of British 
Columbia to the Honourable 
Robert W. Bonner, q.C., 
Attorney General and Minister 
of Industrial Development, 
Trade and Commerce, British 
Columbia, 

MR. BRAZIER: I think if my learned friend 
for the railways would give to the B. C. Lumber people 
some information as to what the costs are on lumber 
shipments, the B. C. lumber people would be more than 
satisfied to support the proposition that we are 
putting before this Commission, 

We invite the wilways, now that this matter 
has come out, to produce a cost study on lumber move- 
ments in western Canada. 

MR. SINCLAIR: At the request of the Provime 
of British Columbia, Mr. Chairman, Canadian Pacific 
did produce certain cost studies. We refused to 
give them point-to-point locations. we put them as 


Point A to Point B, and so on, and those were the 


cost studies requested. 


If the evidence of this witness is correct 
and the cost concept that he has put forward works 
in the way that we think it works, it is our view 


that those lumber rates would increase. 
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MR. BRAZIER: Well, Mr. Chairman, Mr. 
Sinclair is quite right. He submitted to me the costing 
on a confidential basis, and they have not been dis- 
closed to anybody, certain figures on lumber, we 
have respected his confident. 

I might say, the cost figures we got from the 
C.N.R. are not tle same as we got from the C.P.R. we 
feel undoubtedly, some of the factors in the C.P.R. are 
not on the conservative side: they are on the other 
side this time. 

In view of the fact that Mr. Sinclair has 
now mentioned this, I think we should be released by 
him from the confidential nature of the information 
that was given to us, and it should go on the record, 
and there should bea witness in the stand at some stage 
in these proceedings to be cross-examined on the cost 
figures that were given to us. 

MR. SINCLAIR: Mr. Chairman, this is exactly 
es we are quite prepared to give them to the lumber 
industry on the scrambled basis that they have. Wwe 
are not prepared, and will not, unless we are subpoenaed 
s0 to do by this Commission, disclose confidential 
information to our competitors, and we made that clear 
before. 

The difficulty with this is that if Mr. 
Brazier wants to be relieved of any obligation about 
giving it to the lumber industry of western Canada, 
go ahead and give it to them, because I understand 


that they already know about them, 
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MR. BRAZIER: I would even undertake if 
Mr. Sinclair would produce the witness for cross- 
examination privately and not in an open public hearing. 

MR, SINCLAIR: I am quite certain that the 
Commission can discuss, if they wish --- 

THE CHAIRMAN: We have had lots of words on 
costs. As I understood Mr. Hughes he suggested a 
Costing Section of the Board of Transport, did you not? 

THE WITNESS: yes, sir. 

THE CHAIRMAN: And that it would cost and 
have the information there for its own information? 

THE WITNESS: For its own information, yes. 

THE CHAIRMAN: Not for Mr. Brazier, Mr. 
Frawley or anybody else, 

THE WITNESS: That is right, sir. 

THE CHAIRMAN: Just secret, 

MR, FRAWLEY: Not any more secret truly than 
the «ICC. 

MR. SINCLAIR: Certainly. 

THE CHAIRMAN: That is what he was suggesting 
yesterday. 

MR, FRAWLEY: I understood from the witness, 
when he talked about the costing section, and in my 
cross-examination when he spoke about it, and I certainl 
hope I did not misunderstand him; I certainly took him 
to mean the cost section in the ICC which operates and 
which annually publishes burden studies which show 
the relationship between revenue and cost -- the thing 


I have been demanding since last January and which I 
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ee Hughes, cr-ex 13943 
(Sinclair) 

still regard as pending before this Commission, my 

application that costs be disclosed, 

THE CHAIRMAN: I only drew from him yester- 
day that the costing section was for the information 
of the Board of Transport. 

MR, SINCLAIR: He think he made that clear 
by saying that the minimum charge scale did not have 
to be published under his scheme but could be turned 
over to the Board for their confidential information, 

THE WITNESS: If there was a cost section 
in the Board, then we would not stick by publication 
of the minimum scales, 

MR, SINCLAIR: @- Do you not know, Mr. Hughes, 
that there is a cost section in the Board? - 

A. I know what it consists of, Mr. Sinclair. 

ho You want it expanded? 

A. I want it to be able to do cost studies 
instead of having the railways publish a minimum scale 
and saying “This is it”. 

) o Have you ever read the report of the 
Board? 

A. yes. 

Q. Do you see what they say under their 
Economics and Accounting under the directorship of 
Mr. Burwash and the assistant there Mr. Wright. 

Ag yes, sir. 

Qe Have you ever read that? 

A. I know it is there. 


THE CHAIRMAN: Mr. Mann has a question. 
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ee cmecns Hughes, cr-ex 13944 
(Sinclair ) 


COMMISSIONER MANN: Mr. Sinclair, so that 
we will be better able to assess this letter you have 
read into the record, I wonder whether you would get 
Mr. Campbell to supply to us the names of the 
Committee of Traffic Managers of the Forest Industries 
that advised the Council of Forest Industries? 

MR. SINCLAIR: I have no jurisdiction over 
Mr. Campbell. He is sitting right there and the 
Royal Commission is all-powerful. 

COMMISSIONER MANN: We will get them from 
Mr. Campbell, Mr. Hughes or Mr. Brazier, perhaps. 

I wonder whether you might let us have the names of 
the people who are on the B. C. Government Advisory 
Council? 

MR, BRAZIER: On, yes. 

COMMISSIONER MANN: It does not need to be 
done now. Perhaps you can give it to our secretary. 

MR, BRAZIER: I am not going to make any 
bones about it. This idea is novel, we have not got 
unanimous support inaqr province in favour, I think 
this letter indicates very much why we have not, 
because people do not know what the results will be, 
and we cannot tell them the results until we know costs 
from the railways. It is that unknown that they are 
looking at, and they want to cover themselves by a 
letter such as this. 

THE CHAIRMAN: well, Mr. Brazier, the dis- 
cussion of the last hour has indicated how provocative 


and interesting the evidence of Mr. Hughes really is. 
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MR. SINCLAIR: I hope to enable some of thes 
people in British Columbia to understand it a little 
better after I have asked the witness a few questions, 
after we have a recess, 


THE CHAIRMAN: After the recess, 


---Short recess, 


(Page 13951 follows) 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes er-ex 13951 
(Sinclair) 
THE CHAIRMAN: Order, please. 


MR. SINCLAIR: Q. Now, Mr. Hughes, let's 
Just see if we can clear up what your rate-making 
proposal would entail. This new classification that 
you would involve would group commodities in accordance 
with their transportation cost characteristics and 

/ 
nothing -else. That is correct -- loadability, damage 
factor, Fe on? 

Bs That is correct. 

Q. This would mean that all the elements 
now taken into account in the Canadian freight 
classifications as prescribed by the Board of Transport 
Commissioners would be taken into account with the 
one exception of the value of the seansaitys 

A. Yes. Loadability would be the final 
factor in the classification. 

Q. Loadability, type of car, suseptibility 
t damage? 

A. Yes, that would be in the classificatio 

Q. Emtpy return ratio -- all these things 


would be involved, just as the long list that you 


put down? 


A. Just as the long list there, but the 
primary thing would be load@bility instead of value 


of the commodity as it is now. 


Q. It is all these factors that are now 
taken into account in the Canadian freight class- 
ification with the one exception of value of 


commodity? 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes cr-ex 13952 | 
(Sinclair) 
1 
2 A. Loadability is not taken into the 


3 classification, and what we can now do is move it up 
4| tothe top. 

iS Q. It isn't taken into account in the 

6 classification? 

7 A. It is taken into account, but a very 
8 pale reflection of loadability. 

9 Q. Do you say you want weight in your 
10 classification the factors to determine which class 
11 goes into it to make loadability the overshadowing 
12 factor to determine the ciassification? 

13 A. All the cost factors would be taken 


14 into account, and loadability could well be the first 


15 factor. I am not a eost factor expert, but load- 
16 ability would be one. Whether it would be the prime 
17 one, I don't know. I don't know enough about 


18 costs. 

19 Q. What you are saying is that you don't 
20 want to recede from the position, do you, that they 
onl would be exactly the same as the elements taken 
22 into account in the classification with the exception 


23 of value of commodity? 


24 A. That is right. 

25 Q. You want to recede from that? 

26 By No, that is all right. 

27 Q. So the only one we are leaving out is 


28 thé value of the commodity, and then you would take 
29 into account the value of the commodity in a different 


U way, because the value of the commodity, Mr. Hughes, 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO Hughes Ciuc 13953 


(Sinclar) 
you will agree, reflects the ability of the commodity 
to bear transportation charges. Correct? 

A. Not really, no. 

Q. You do not think in the classification, 
when they look at value of the commodity, that this 
is the way of measuring the ability of the commodity 
to bear transportation charges? 

A. Where the railway has a monopoly, yes; 
but the very fact that there are so many rates set 
at below class rates is a very obvious thing where the 
classification isn't taken into acoount. But where 
there is the value of commodity, this has nothing to 
do with whether the commodity can bear the transportation 
charges. 

Q. I suggest to you that it is with that 
Pawicdce that commodity mileage scale and point to 
point commodity rates can be made, that the value 
of commodity classification is taken into account. 
This is a prescribed ceiling we are dealing with. 
Did that ever occur to you? 

: You are saying to me that the railways 
base their rate structure on the value of the commodity. 
This is the -- 

Q. I am not saying that to you at all. 

I am asking you whether you understand the interplay of 
factors in determining classification of goods? 

Bs Yes. 

Q. You do? 


A. Yes. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Hughes cr-ex 13954 


(Sinclair) 


Q. You have studied it? 

A, ves. 

Q. Have you read any of the proceedings of 
the Committee when the last classification was evolved? 

A. No. 

Q. My suggestion to you is that ‘the value 
of commodity factor in the Canadian freight 
classification as it exists today is in absolute terms 
the ability of the commodity to bear transportation 


4 


charges, with the knowledge that the railways can and 
do make commodity mileage scales and point to point 
commodity rates relating to classes? 

A. But they don't -- 

Q. Did you look at that? 

A. Yes, because I have it in the evidence. 
But if they are basing competitive rates -- and a grea 
deal of the traffic is competitive, and will continue 
to be competitive -- then the value of commodity is 
not taken into account at all, and I think we should 
have something a little bit nearer to reality. 

Q. Let's not get to competitive rates. 
Let's take it step by step, because if you don't mind 
me saying this, I have spent a little time trying to 
understand your proposal and I am having substantial 
difficulty and I would like to understand it. Would 


you mind assisting me by sticking to one point at a 


| time, and I think we won't waste the time of the 


Commission, and I am sorry I am doing so at this time. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Hughes cr-ex 13955 
(Sinclair) 

Just keep in mind that the value of the commodity 
factor in the classification was set there in 
absolute terms with the knowledge that specific 
and commodity mileage rates could be put into effect. 
You would take in the value of the commodity and the 
ability of the traffic to move freely under your 
scheme first as to competitive traffic in the con- 
tribution that traffic would make over variable cost 
to maximise the return to the railways and yet get 
the traffic for the railways. Correct? 

A. That is right; the minimum rate would 
be out-of-pocket costs. 

Q. It is the ability of the traffic to 
bear transportation charges and still move freely 
and maximise the revenue to the railway? 

A. I didn't agree that the value of 
@mmmodity and the value of service are the same thing 
which is what you are assuming there. I didn't 
agree with that, and the value of the commodity has 
nothing to do with the amount of freight which the 
commodity can pay. 

Q. Do you think that the competing mode of 
transportation doesn't fix its charges in relation to the 
value of the commodity? 


a Yes. 


Q. Do you think these competitive truck 


rates, for instance, in British Columbia are cost- 


oriented? 
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TORONTO. ONTARIO Hughes er-ex 13956 
(Sinclair) 
A. Yes. The trucker sets the rates, and 


if there is competition, then the trucker or other 
form of transportation -- let's take water transport- 
ation -- will set their rates at their cost without 
reference -- and that is when the railway will come 
in and try and meet that bulk rate, and there is no 
reference to the value of the commodity being moved, 
it is entirely on a cost basis. 

Q. I am not knowledgeable on tramp steamship 
rates to the coast, but you. and I know something 
about the prescribed rates of the rate schedules in 
British Columbia for truck transport. Is. it your 
evidence to this Commission that they are cost-oriented, 
or are they fixed and use the rail classification 
basis? 

A. Yes, they actually use classification 
number 20, and they use it to a much greater extent 
than the railway does. 

Q. Are you saying they don't take into 
account the value of the commodity? 

A. Yes, they do. 

Q. If the province of British Columbia 
wished to experiment with a cost-oriented rate structure, 
why did they not put it into effect where they had 
the legislative control and they could have done it 
by the stroke of the legislature's will? 


A. Because the legislators in British Columbi 


are just beginning to realise, I think, this very fact, 
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“ ANGUS, STONEHOUSE &@ Co. LTD. 
TORONTO. ONTARIO 


Hughes cr-ex 13957 
(Sinclair) 


that rates are based on the value of the commodity 
because there is a large growth in contract and 
private trucking in British Columbia today. When 

you have rates based on the value of the commodity 4- 
and this is of no concern to a private trucker, 

and this is why the railways have been losing a lot 

of traffic, if the value of the commodity goes right 
through the structure, as you say. 

Q. If the province of British Columbia 
is interested in having proper elements of transportation 
resources based upon cost-orientation, transport media, 
why did they not introduce this cost-oriented concept 
of rate-making where they had full authority to do sc, 
namely, intra and inter-provincial tmektaes 

A. This is only published in 1960, but 
when they read it maybe they will have some further 
thoughts on trucking in British Columbia. 

Q. You felt it easier to present this here 
to this Commission and let them struggle with this 
problem than it was to do it under the regular tribundgl 
under the aegis of the regulators of transportation 
in British Columbia? 

A, T don't know what their thinking was, 
but if they read this growth in private trucking, 
then a great deal of thinking will have to go into 
trucking on the cost of service-basis, if they 


are going to remain common carriers at all. 


Q. The ability of the commodity to bear 
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“ ANGUS. STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO Hughes cr-ex 13953 


(Sinclair) 
transportation charges, in your view, is not affected 
by the value of the commodity? 

A. Not where competition is concerned. 

If you have, as I have said before, a load of 

silk anda load of bricks and ym have a high rate 

on the silk because of the value of it -- let me 
take silk. If you have a high rate on silk because 
it is a valuable commodity and the ‘t-ucker bases 

it On cost, then the railway won't see the traffic 
the trucker will take it. Let's take a private trucker 
He would take the silk himself and base it on his 

own price and not the railways' price. 

Q. And he would have 100 per cent empty 
return factor? 

A, He may not. 

Q. Let's assume we have a private trucker 
moving silk -- and I assume you are talking about 
raw silk, are you? 

A, Any valuable silk. 

Q. You see, you. cannot talk about the 

freight rate structure in 4 practical way by getting 
off t generalities, you have to stick to the commodity. 
It is all very well to discuss these things 
theoretically, but this freight rate structure is a 
very practical thing? 


A. I kmow, and there have been very 


practical men advising on it. 


Q. Now, let's go back to the situation. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Hughes Cr -ex 13959 

(Sinclair) 

: 

3 Assume with me that cost-orientation is not the basis 

3 of the truck rate? 

4 A. Yes, that is right. 

5 Q. But value of the commodity is a factor 

6 in truck rates? 

" A. Yes. 

8 Q. That value of commodity is a very 


9 material fact in determining the rate level? 

10 A. Yes. But you take the person who is 

11 not going to pay a high rate simply because the value 
12| of his commodity is high; he is going to go out and 

13 || buy his own truck or sign a contract with a trucker. 
14 Q. That introduces possibly a very 

15] restricted ability to bring back goods and it is 100 
16] per cent empty return? 

17 As With the very high railway rates on silk, 
18|| it may very well do that. 

19 Q. But this is a factor you would have to 
20 add in which you wouldn't have to the same degree if 
21) you had a common carrier? 

22 A. It is the cost going out and the 

23|| cost coming back. 

24 Q. So you would assume the most adverse 
25|| operating situation to determine the cost level; is 


26| that correct? 


27 A. I don't understand the question. 
28 Q. Well, for instance, if you were going 
29] to fix the rate you would calculate it on the basis of 


30 100 per cent empty return ratio, base it on the private 
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: ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Hughes CcLE-—ex 13960 
(Sinclair) 
1 
2 earrier's, private truck carrier's cost; is that correct? 
3 A. I would base it on the railways! out-of- 
pocket cost, and their return factor -- well, it could 


: be anything. 
Q. I am talking about a competitive rate 
between the railways and a trucking firm, and the 


ilways are going to have to take into account a rate. 


Which will get the business, at a rate with a con- 


10 ji-~ +. : 
tribution over their variable cost? 


vd 


A. I am quite sure the railway rate can do 


Q. But what you are saying is that the 

basis of competition, if they take into account the valu 
of the commodity -- and I assure you that they do, 
ecause that is the basis of the truck rates -- you 
are Saying they are doing wrongly because they should 
take into account the private trucker, and I also assure 
eu they do that. But you are saying they do that 

on 100 per cent empty ratio? 

A. No. I gave you. an example of 100 per 
cent empty return ratio as an extreme example, but many 
truckers don't have that. Piggyback operators on the 
railways today don't have any consideration of value of 
the commodity inside the van, and I have seen a lot of 
Piggyback trains running about and it has nothing to 


do with the value of the commodity inside the trailers. 


fioerres Jet Bt :daco e'telriss wowtt 


@ 


~to-tuo 'syswits® ecg ao tf essd Bivow I 


biweo Jt ,fLow <= eadgest miter vterd bra. 


eter evititeamoés s <tudds. anktle?d ous } re 


te 


: 

| ods brie Jaret? petttourd 2 bee eyaultey oft mee 
sdax 6 trvecos) oft sxsd ov sve? oF Stilog 91s meme z 
Lie *y “feo 8 iditw ever 8 $6 aagntewd ond 798 ELtw dofe on 


Steep oldsiney itenst “19VO nstovansa) 


ob ase evst yewllex end onus sti yp ae I oA t 
| __-wom aks 7 
| - ocd dadd al aniyes ot@ oy 7aae dui = =D a) ' 
om sti¢ Inyooos ocnl ses vers TE MoLstiegeoo To ) at 


? 


.oh yord dsit voy sesmess I bas -~ vwehbosimes edt 7% 


bivoria yodt sausoced yignom yrateh oxs vert gatyees « 


was e 


| voy ~- esist awours sat to atasd ed st Jedd sauesed 


sivees onfs I brs ,cedowrd e¢sviea odd Jnvosos otal 


veny ob yes gaiyes ots woy gei , .tan? ob yous 


» 
7 hg 


Totvax ytqme Jneo geq oor 
, ; 


Yetsm tud .ofumexe omettéxe ae as ohven orton om rt 


4) 


| 

| 

| tog OOL tc ofamaxe ne wey evap I on - 
| 


ont ao stoteteqe wnedysgtt as sven pi eNovi 
i 
te sufsy te aottatebiunos tas svac ¢'neb Jaber 


rot ey 


to tol 8 apes svst I bas nav ons obtant Wibe 
ov gaidyon asi Ii bas tueds antares “ae 


-ereilea? ont sbiaat yitbommoo ¢d% to oul 


Rasen Saniuaien ¢ co, uo. Hughes, cr-ex 13961 
(Sinclair) 
1 
We Are you sure of that? 
A. Yes, I am sure of that. 
fe  e Well, I suggest you are absolutely wrong 
; because they take into account the factor of trucks 
A as a common carrier, and they recognize that truck 
: rates which enable that trucker to operate at a profit 
: relate the value of the commodity. It may be a little 
9 complicated to get it, but I tell you it is there. 
10 Have you thought of that? 
u A. I have thought of it, and I have dis- 
12 cussed the situation with the C.P.R!s piggybacking -- 
13 I don't know what you call them -- the chief of 
14 piggybacking in the C.P.R... .« 
15 MR, FRAWLEY: The chief piggybacker! 
16 MR. SINCLAIR: Mr. Jenner. 
17 A. yes. 
18 Q. He is not a rate maker. 
19 A. well, he knows something about rate making; 
20 and he says: we don't take account the value of the 
21 commodity in the trailer; we look at the truck cost,” 
22 and I am saying that it has nothing whatever to do with 
23 the value of the commodity they are carrying. 
24 We Well, then, Mr. Hughes, let us take 
25 non-captive traffic. You say that the ability of the 
26 transportation charges to be met by the commodity is 
27 based solely, in your scheme, on demand characteristics: 
28 As For the competitive traffic, yes. 
And, on the captive traffic, up to 


29 | We 


30 the maximum of fully allocated cost? 
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ere Hughes, cr-ex 13962 
(Sinclair) 

A. Yes, 

Qe Subject to breaking through the fully 
allocated cost, in accordance with your statement 
given yesterday? 

A. I don't understand that, “Subject to 
breaking through the fully allocated cost"? 

de You said you weren't inflexible; that 
if the railways in this kind of situation were short of 
money they could put them up high enough for captive 
traffic to enable them to be financially sound? 

A. yes, that is what I said. 

COMMISSIONER MANN: That doesn't quite meet 
with the understanding that I had of this yesterday. 

I understood -- perhaps you can clear this up for me 
-- that you were inflexible about fully distributed 
cost as a ceiling; that you made yourself another 
ceiling, but you certainly didn't want -- at least 
this was my understanding, and if it is wrong I wish 
you would tell me -- you did not want the ceiling, 
once established, at whatever criterion used -- you 
did not want that ceiling to be broken through? 

THE WITNESS: No, we don't want the ceiling 
break-through. What I had in mind was: Let us 
have a ceiling which is cost-related. I don't want 
a new ceiling every day, or every year, or something 
like that; but whatever rate there is for captive 
traffic let it be based on the cost of carrying that 


particular captive traffic. 
MR, SINCLAIR: We That is the opposite to 
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(ests head Hughes, cr-ex 13963 
(Sinclair ) 
what you said to me a moment ago. 

MR. BRAZIER: I don't think he understood 
your question, 

MR, SINCLAIR: well, the record will make it 
clear, and there is a conflict, and I will try to 
straighten it out, 

@. What you said yesterday was that you were not 
inflexible about your maxima; is that correct? 

A. I said I was not inflexible about the 
way the maximum was made as long as it reflected the 
operating cost of the railways. 

@ o Yes; but, Mr. Hughes, if the railways 
were unable to remain financially sound with this 
maximum rate you were prepared to enable them, to cover 
their total expense, to have that maximum increased 
above fully distributed cost? 

A. Well, that is just what I said to Mr. Mann, 
isn't it? 

We Well, that is what I call a preak through 
your ceiling of fully allocated cost. Isn't that a 
break-through in the ceiling of fully allocated cost? 

A. I am lost here. 

@. The railways have indicated that they have jall 
this to meet out of their competitive-rated traffic -- 
that is, their non-captive trarfic. This leaves only 
one place for them to go -- that is, to their captive- 
rated traffic; and with the maxima that you put in and 
with the revenue that they receive from their com- 


petitive traffic tney are stiil short of their financial 
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7 momen Hughes;, cr-ex 13964 
(Sinclair) 
requirements, Now, under those circumstances you 


are flexible in enabling the railways to go above their 
fully distributed cost in captive traffic? 

A. They have to go to the Board to get 
authorization to put the maxima up. 

 « In other words, to go above the fully 
distributed cost on captive traffic? 

A. Yes, 

Qe And that, I sugg@st,is what I have said 
from the peginning. 

COMMISSIONER PLATT: I am getting quite con- 
fused, too. 

THE WITNESS: I think it is plainly set out 
in the memorandum I read yesterday. 

COMMISSIONER PLATT: As I understood the 
memo the amount that should be set aside for fully 
distributed cost, or the one and a half per cent, is 
settled before the scheme goes into effect? 

THE WITNESS: Yes. 

COMMISSIONER PLATT: If the railway can't 
raise enough money under these circumstances then it 
goes broke? 

MR. SINCLAIR: That is not, with respect -- 
what I said is based on the transcript, and I have only 
interpreted it. 

At page 13788 he said: 

“However, should the railways prove 
that their revenues are not sufficient to 


cover their total expenses, then British 
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(Sinclair ) 
1 
: Columbia is not inflexible in the 
A maximum rate position, The province 
A would be willing to have a maximum rate 
j above fully distributed cost providing 
4 that such rates reflected railway costs." 
7 There is no doubt about this, Mr. Hughes, that you 
P could break through the ceiling of fully distributed 
9 cost under the circumstances I have outlined to you 
10 under your proposal? 
11 A. Well, possibly after representations to 
12 the Board of Transport Commissioners, 
13 COMMISSIONER MANN: Then, if you will pardon 
14 me, you are no longer talking about a ceiling on 
15 captive costs, are you? you are talking about a 


16 very temporary structure of the whole thing; but it 


17 is not really a ceiling; it could be changed? 

18 MR. BRAZIER: I think there is some confusion 
19 here between Mr. Sinclair and --- 

20 MR, SINCLAIR: I don't think there is any 

1 confusion at all, and I think, with respect, I will sho 
22 that it is not a cost-of-service concept at all; it is 


23 a new and very difficult way of getting exactly what 


24 we are getting today, and that will be the purpose of 


25 my examination. 
26 MR, BRAZIER: If I might interject, British 
27 Columbia's scheme envisages that before this scheme is 


28 put into effect at all some body will decide that the 
29 | maximum is going to be either 100 per cent fully dis- 


30 tributed cost or 120 per cent fully distributed cost, 
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(Sinclair) 
1 
; and that is going to be it, and that is going t be 
, the ceiling. They are not going to be able, next 
; year, to come along and say: “We want 140 per cent or 
. 150 per cent of the fully distributed cost,‘ You get 
bs 120 and that is where it stands, 
‘ What Mr. Hughes is saying -- he can correct 
" me -- is that we are not inflexible when the standard 
. is set in the beginning, that it be somewhat over fully 
io distributed costs, but once it has been fixed then it 
1 remains there, 
2 Is that correct? 
13 THE WITNESS: Yes, 
14 MR, SINCLAIR: That is a completely new con- 
15 cept to the one put forward by British Columbia in its 
16 submission and as explained in the carefully written 
17 out memorandum, This is the scheme not of British 
18 Columbia; this is the scheme of Brazier, with all due 


19 respect, 

20 MR, BRAZIER: You will notice my name is on 
1 the brief, too, 

22 MR. SINCLAIR: If your name is on the brief 
23 and you want to change the witness' testimony in the 
24 box then it is very clear that... . 

25 MR. BRAZIER: I just put that to Mr. Hughes 
26 and asked if that was his understanding of our scheme, 
27 MR, SINCLAIR: What he said in answer to 

28 me yesterday and what he has said today is incorrect. 


29 THE WITNESS: I don't think so. 


30 Qe Let me give you this example. If you 
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set the maximum rate at 110 per cent of fully distribute 
cost and then it is demonstrated that the railways have 
got all they can from competitive traffic, and, under 
your maximu, are not able to be financially sound, 

in those circumstances you would allow the railways to 
come back and show to the Board of Transport Commis- 
Sioners that they couldn't provide any service at 

such revenues and remain financially sound, and then 

the maximum rates would go up? Isn't that so? That 


is basic to your scheme, is it not? 


. STONEHOUSE & CO. LTD. 
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MR. BRAZIER: I just told you it is not. 

MR. SINCLAIR: I don't care what Mr.Brazier says, 
with respect, Mr. Chairman. I am trying to find out 
what Mr. Hughes -- 

THE CHAIRMAN: The witness. 

MR. SINCLAIR: Yes, Mr. Brasier has just 
answered the question that it is not. I think he 
had better get in the box and I can cross-examine him. 

I have been trying to do that for years. 

Q. Well, Mr. Hughes? 

Bs I cannot see that because a traffic 
is captive then the rate should just go up and up on 
it, and the scheme was that whatever the Commission 
thinks would be the ceiling or the Board, whether 
it is fully distributed cost or above that, a percentag 
above, as long as it is related somewhere to out-of- 
pocket costs. 

When this ceiling is fixed, of course, it 
will move as costs shift. Should the railways not be 
able to get enough revenue from the competitive traffic 
because the competition has been growing and growing, 
well, the question is, I think: What do other businesse 
do in similar situations? As I say in my brief, when 
they have no corral of captive traffic, what they do, 
they go out and put selective rate increases on. They 
may even put rate decreases in some places. This 
then gets them more traffic and more net revenue. 


The last percentage increase we got 17 per 
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cent increase, and the railways went out to competitive 
traffic and shoved it up 2, 3 or 4 per cent on them, 
the same in the agreed charges. 

Any business in competition does not even 
have captive traffic on which to fall back every time, 
and ohne we get the ceiling. on related costs, we want 
it remaining there. 

Q. Let me go through this again with you, 
Mr. Hughes. The railways having demonstrated to the 
Board of Transport Commissioners that they had done all 
they could to increase rate of revenues in the 
competitive field, are still short of the money 
necessary to remain financially sound under the 
maximum rates that you have talked about here. 
They then go to the Board of Transport Commissioners 
ad say: "Here is our showing. We cannot live under 
this ceiling, on this captive rate of traffic. 
Therefore we are asking it to be increased." Would 
you object to that? 

MR. BRAZIER: Sure. 

MR. SINCLAIR: Mr. Brazier, I wish you 
would let the witness answer, because this is the 
man that is the father of this scheme, as I takett, 
and the answer to this question, what the Commission 


wants to know is the answer of an economist. 
Q. Would you give me the anwer to that? 


A. Yes, den't forget, Mr. Sinclair, that 
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1 

costs go up -- 
? Q. Proportionately? 
, ik Yes, and the answer to your question | 
? "What would the railway do for more money" is if 
6 it alraedy had this maximum set --- 
: THE CHAIRMAN: If theceiling were reached. 
8 THE WITNESS: Then it would have to do as 
9 other bodies do, either adjust the peace pricing or 
10 else it would have to go out of business eventually 
11 as any competitive business does. 
12 MR. SINCLAIR: Q. Other businesses, Mr. 


13 Hughes, I suggest to you, then increase their rates 

14 empirically to test the demand factors. Would you 
15 allow the railways then to increase their ~ rates 
16| to empirically test the demand factor, just like other 
17|| businesses, is that what you mean? 

18 A. In the competitive segment. 

19 Q. We are not talking about competition 
90|| but the captive? 

71 A. In the captive, no I would not. It 

92|| is related to out-of-pocket costs. Don't forget captive 
93) traffic is paying more than its costs. When they pay 
94|| more than fully distributed cost, it is also part of 
25|| the cost, why should it carry on paying costs for 


26 everybody else? 


27 Q@. Mr. Hughes, any other business does not 
28| worry about anything except maximising its sales? 


29 A. I agree. 


a <“T + } ; be L1 
30 Q. And therefore you are saying that the 
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railways are not to be treated as other businesses, 
because you have got come concept in your mind that 
demand factors are not going to be properly assessed 
by the railways empirically in fixing the level of a 
rate, is that so? 

Be As far as captive traffic is concerned, 
and one other way they could get their money -- 

Q. Just listen to my question? 

A. Let me finish my answer. 

Q. I don't think he has answered -- 

A, I answered the question there, that as 
far as captive eerie is concerned, then, value of 
service was not to be a factor, whether value of 
service was above fully distributed costs or whatever 
ceiling was set. 

Q. Then it is not the same situation as 
in other businesses, and the example you gave as to 
what other businesses would do would not be open to the 
railway? 

A. It is not the same situation, but it 
could conceivably get to be very near the same situation 
when 90 per cent of the railway traffic becomes 
competitive. What are they going to do then? They 
are going to get reduced costs somewhere or cut the 
services somewhere. 

o. Then, Mr. Hughes, if that is so too, and 
you have agreed with me earlier that market competition 


was a factor in fixing rate levels, would you extend 
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your non-captive commodity groups to include those upon 
which market competition had an effect upon rate levels? 

A. I would not take market competition into 
account. This would already be taken into account in 
the freight rates, I presume. 

Q. But I am asking you as to whether the 
emmodity that was being moved was to be declared 
captive or non-captive. You have in your brief limited 
it to carrier competition? 

A. That ris right. yes. 

Q. I am asking you, in view of your admission 
® me earlier that market competition could fix the 
rate level or affect a rate level: Would you not 
extend that to one of the types of competition that would 
remove that traffic from the captive category? 

Ans No, I would not. 

Q. Well then, why are you trying to protect 
traffic moving under a captive maximum rate level, when 
that traffic is already getting the benefit of 
market competition, in assessing the ability of that 
traffic to bear transportation charges? Why? 

Br» Well, if there was market competition 
for a commodity, then the maximum ceiling, if it was a 
captive commodity in my definition, the maximum rate 
Schedule would not apply to it. I am not sure whether 
I understand what you are saying there. 

Q. That is exactly what I am saying to you, 


that if there is market competition, the maximum Pate 
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schedule should not apply to it. Do you agree? 

Ln I do not agree, no. If you are right, 
then it would become a paper rate anyway. 

Q. But market competition may allow the 
rate to be substantially over fully distributed costs, 
Just as the competition might let a rate be substantiall 
above fully distributed costs; and why should you, Mr. 
Hughes, under your scheme, give one tyne of competition 
a greater impact in holding rates than another kind 
of competition? Can you tell the Commission why? 

A. I cannot see why this confusion or why 
this merging of market competition and carrier com- 
petition arises. Aman is trying to get his product 
into the market and there are two carriers. Whether 
the thing is competitive at the other end, I do not 
se why it should take any effect in the maximum sales 
that the railway can charge. 

Q. Let me give you an example. There 
are rates into Vancouver today that are purely market 
@mpetitive, bottles from Ratcliffe, Alberta, to the 
breweries in Vancouver. They are market compditive, 
they are not carrier competitive. Under your scheme 
those rates would be captive to the railways, would 


they, and subject to the maximum? 


A, Yes, if it was captive traffic, yes. 
Q. Notwithstanding the fact that they have 
now the protection ofan ilternative source of supply 


in California? 
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1 
2 A, Well, how long is that alternative suppl 


3 going to last? 


4 Q. In Calfornia? 
5 A. Yes. 
6 Q. Just as long as Vancouver lasts, I 


7| suggest to you, which I hope is forever. 
8 MR. BRAZIER: They use cans down there. 
9 MR. SINCLAIR: They also use cans in British 
10 Columbia. 
11 Q. My point, Mr. Hughes -- and I think it is 
12 one that this Commission should be interested in -- 
13] is, why should the carrier and non-rail carrier 
14| competition be put up on a pedestal as it is under 
15|| your scheme, and market competition, which is equally 
16| effective in dealing with rate situations, is discarded? 
17 RY I will give you a typical example again 
18| of why I do not think that market competition is 
19) effective in keeping rates down. 
20 Q. You don't? 
21 a I don't, because the rate to Winnipeg 
22! has gone up 148 per cent; I think it is Yorkton has 
23| gone up 140 per cent, even though these are cor- 
petitive rates. 

Q. With all due respect, Mr. Hughes, I 
26 think that is a complete non sequitur to the question 


that is before you? 


- A. Yes, I beg your pardon. 
a Q. Now, would you like to consider my 
30 
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question and talk to Mr. Guest and to your advisers 
afterwards then I can go on to another aA 

THE CHAIRMAN: Leave that until the morning. 

THE WITNESS: It certainly takes a lot of 
thinking about. 

MR. SINCLAIR: Q. I will go on to another 
matter. You would say that the rail carrier's fully 
distributed costs would set the maximum rate levels. 
Now, lumber, which can move out of British Columbia via 
Canadian Pacific to Winnipeg or can move via Great 
Northern: Fees rate is going to fix the maximum, 
Great Northern or Candian Pacific? It is captive 
Pratfic? 

A. 1es, 

Q. Because there is no reasonable alternative 
to rail transportation. 

A. It would be the low cost railway that 
would have the lowest fully distributed cost, and that 
would be the ceiling for all practical purposes in 
railway rate making. 

Q. Yes, and say that that rate level as 
fixed by the Canadian Pacific was below the variable 
cost of the alternative rail carrier, then what happens? 

A. Well, I cannot possibly see it, but if 
it is then obviously one railroad would not get the 
business. It would not be allowed to do under the 
Scheme, but this is a situation that I just cannot 


possibly see. 
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aay jai 

Q. So what you are saying is that the 
most expensive rail carrier's operations set one=part 
of the rate level, where there is rail competition, 
and that is the only competition under your scheme 
that sets it? 

A. If the railways get together and agree tha 
this is going to happen, then the railways are perfectly 
free to do what they want, providing the rates ee 
below the maximum and above the minimum. 

Q. So they agree among themselves that, 
under your rate scheme, they will take the maximum 
tariff costs between A and B, and they will let the 


other carrier take the maximum costs between A and C? 


In other words, railways have been known before, and 


so have other businesses, to make little arrangements 
like that. I mean "Why kill ourselves to the advantage 
of the lumber shipper, when there are other ways of 
making a buck." What would you do then? 

a. I cannot see your point at all, but 
the principles are there as I have said. No rate would 
be below out-of-pocket costs and none above fully allocate 
costs. 

Q. I suggest to you that under your scheme 
you are going to adversely affect the advantage of lumber 
shippers to alternative rail routes? 

A, Do not the railways do this on a more 
expensive line than on a low cost line? They 


equalize the rate and I am sure neither railway sets 
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the rate at less than out-of-pocket costs. 

Q. Are you sure that neither railway sets 
the rate at out-of-pocket costs? Are you sure of that 
about the United States railways? 

A. No, I am not sure about it in the United 
States railways. 

Q. Because, Mr. Hughes, there is quite a 
different aspect to rate control with respect to 
competitive rates: in Canada as compared with the United 
States, and that is ome of the reasons why you have 
to remember that in reading the book "Economics of 
Transportation’ by Meyer et al. 

THE CHAIRMAN: Well, Mr. Sinclair, we will 


follow that up tomorrow. 


--- Adjournment. 
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ROYAL COMMISSION ON TRANSPORTATION 


Proceedings of hearings held in 
the Court Room, Board of Trans- 
port Commissioners office, 
Ottawa, Ontario, on the 10th day 
of June, 1960. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13979 
(Sinclair ) 


Ottawa, Ontario, 
Friday, 
June 10th, 1960. 


---On commencing at 10.00 a.m. 


THE CHAIRMAN: Order, please, 

MR. SINCLAIR: yesterday, Mr. Chairman, Mr. 
Commissioner Mann asked Mp. Campbell to give the names 
of the Joint Freight Rates Committee of which Mr. 
Campbell was the chairman, and he suggested that they 
be given to the secretary. Mr. Campbell suggested 
if I would on his behalf read into the record what he 
has written out in this list. 

THE GIAIRMAN: If you would do that 

MR. SINCLAIR: Mr. Campbell's list is this: 
the Joint Freight Rates Committee for the British 
Columbia Lumber Manufacturers’ Association, Plywood 
Manufacturers Association of British Columbia and the 
Consolidated Red Cedar Shingle Association of British 


Columbia: 


W. S. Campbell, Chairman - Rail Traffic 
Manager, MacMillan, Bloedel 
& Powell River Limited 

R. V. Vallance, Vice-President - Traffic 
Manager, Crown Zellerbach 
(Canada) Limited, Lumber, 
Plywood and Shingle Divisions 


L. R. Andrews, Executive Vice-President - 
B. C. Lumber Manufacturers 


Association 


M. R. Dusting, Secretary - B. C. Lumber 
Manufacturers’ Association 


R. Homewood - Traffic Manager, Rayonier 
Canada Limited 
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B. L. Vaughan - Traffic Manager, Canadian 
Collieries Limited; Flavelle 
Cedar Division; Timberland 
Lumber Division 


R. S. McDonald, Manager,MeDonald Cedar 
Products Limited 


A. Griffin, Sales Manager, Lions Gate Lumber 
Company 


J. Harris, Sales Manager, Western Forest 
Industries, Lumber Division, 
Shingle Division. 


J. R. Nicholson, President, Council of the 
Forest Industries of British 
Columbia 


J. B. Armstrong, General Manager, Plywood 
Manufacturers’ Association 
of British Columbia 


G. R. Mackay,Chairman, P.M.A.B.C,. Freight 
Rates Committee 


M. E. Welte, Secretary, Consolidated Red 
Cedar Shingle Association 
of British Columbla 


R 


S. Vaughan and 

H. B. Greenall, who are employed by -- Mr. 
Campbell forgets what companies they are with. 

COMMISSIONER MANN: Did you read out Mr. Ken 
Barton's name there? 

MR, SINCLAIR: No. 


COMMISSIONER MANN: Thank you very much. 


WILLIAM HUGHES, continued 


CROSS-EXAMINATION BY MR. SINCLAIR (Cont'd): 


Q. yesterday, Mr. Hughes, I was asking 
you about market competition and why you would not 
recognize market competition as 4 factor to take a 


commodity out of your designation of captive traffic 
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and why you gave recognition only to carrier competition 

and not to market competition in this proposal of yours, 

I left it so that you could consult Mr. Guest and your 

other advisers and consider your answer, and I under- 

stand you have done so, 

A. yes, 

Q. Would you please give the Commission your 
answer? 

A. In the position of British Columbia 
market competition would be recognized, and the market 
competition that would be recognized to bring the traffi 
into the competitive class would be market competition 
which is presently recognized in the Canadian freight 
rates structure, plus such other market competition 
which would be recognized by the Board of Transport 
Commissioners, 

Q. Thank you, Mr. Hughes, You would agree, 
I take it, that it would be to the advantage of the 
railways to show in each and every case that they could 
that the traffic movement involved was non-captive? 

A. Well, that may be, and it depends on 
the movement, it depends on the product, it depends on 
the degree of competition, it depends on the type of 
competition. It does not always follow that what you 
say is right. 

Q. It would be to the advantage of the 
railways where the competition enabled the railways to 


fix a rate and maximize movements substantially above 


fully distributed cost; correct? 
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TORONTO. ONTARIO 


(Sinclair ) 


A If you can maximize at that, yes; taking 
those assumptions, yes, 

Q. So what you find is that where the rail- 
ways, from their analysis and knowledge of their 
traffic officers, would determine a higher rate than 
the maximum rate under competition, they would be 
applying to the Board to have that movement so recog- 
nized? 

A. Well, you must not forget that you put 
the assumption in there, Mr. Sinclair, that traffic 
would move at volume at this higher rate, and I said 
that as you put the rate up the volume falls off. 

That is on your assumption, but if you do not make 
that assumption, you may be wrong. 

Q. It would be to the advantage of every 
person who believes his rate to be more than the 
maximum rate to have his movement characterized as 
captive and thereby get a reduction. Correct? 

A. It would be -- to put your question 
another way, you said it would be in the interests of 
anybody who thinks he has a high rate to get it classi- 
fied as competitive traffic? 

Q. No, as captive traffic. 

A. yes, it would be in his interest, and it 
would be only possible if there was no reasonable 
carrier competition or the type of market competition 


we have spoken about this morning. 
Q. Don't you see under that kind of pro- 


posal numerous interplays and strained relations betwee 
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ee Hughes, cr-ex 13983 
(Sinclair) 
the railways and the Shippers, one trying to show that 
their traffic is captive and the other trying to show 
that it 1s competitive, and resulting in numerous 
strained relations and tensions, and matters of that 
kind? 

A. This certainly, to the best of my know- 
ledge, hasn't happened in England, and there is no 
reason why it should happen here, If the Board are 
reasonable men, the shippers know what is reasonable, 
the railways are reasonable people, I don't see any 
strained relations happening here. It hasn't happened 
in Britain, and I can't see why it should happen here, 

Q. Have you really studied the way they make 
the maximum scales in Britain, because I suggest that 
the way they are made is that they take the most ad- 
verse operating conditions as a base, they go and 
secure fully allocated costs, and they they apply an 
overall 50 per cent markup on top of that. 

A. The way the Board decides who is a 
captive shipper and the way they decide a maximum rate 
is on the at-of-pocket cost. It is the highest range 
of out-of-pocket cost. 


Q. You say they are set on out-of-pocket 


costs in Britain? 

Bice Well, marginal cost, which is very often 
above --- 

COMMISSIONER MANN: Mr. Sinclair, you spoke 
about how these maximum rates are made in British, and 


you say they ascertain the most adverse operating 
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conditions and then apply a 50 per cent markup per- 
centage. Do you mean the British Transport Commis- 
sion? 

MR. SINCLAIR: yes, the Cost Section of the 
British Transport Commission, as I understand Lis 
Commissioner Mann, compares these documents or scales 
and submits them,and this is the basis upon which they 
are operating. 

COMMISSIONER MANN: And that is on captive 
traffic in Britain, one in which there is no reasonable 
competition, and they complain to the tribunal? 

MR, SINCLAIR: yes. 

COMMISSIONER MANN: And the tribunal approves 
this in every case? 

MR. SINCLAIR: As far as I know they have 
approved it in some cases, and in other cases they 
have scaled it down. I don't know how they ascertain 
their costs; I don't understand their formula. They 
don't seem to include certain costs; for instance, 
road maintenance expenses, you can't seem to find it. 

I think the number of cases where they have actually set 
a late below the one proposed is very small. 

COMMISSIONER MANN: It looks very much as 
though the final word rests with the trinbunal rather 
than with the British Transport Commission. 

MR, SINCLAIR: I would think that would be 
right. 

-. Of course, in Britain the amount of 


traffic that anyone could claim to be captive wuld be 
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very small? 

A. Well, there is quite a lot of coal traffic 
in Britain, 

Q. Are you suggesting that coal is not 
moved by truck in Britain, by lorry? 

A. In very short distances around towns and 
very short hauls it is moved by truck or lorry. Practi- 
cally the whole of the British railway system, the 
freight system, was built on the coal economy, and, as 
you know, Britain is a very large producer of coal and 
this 1s a captive traffic in Britain which is pro- 
portionately a very large part of the traffic in Britain. 

Q. In your studies of rate-making, I take 
it you have travelled on the railways in Switzerland 
and Holland, France, Germany. Have you, Mr. Hughes? 

A. I haven't studied the transport situation 
in Europe. I have travelled on the railway in France, 
yes, 

Q. And have you studied the way they handle 
their rates? 

A. No; and, as I say, I am not an expert on 
what they do in Britain either. 

Q. In each of these countries all the railway 
are nationalized; the one exception to that is some of 


the small lines in Switzerland. Correct? 


A. I don't know if you are correct about 


Switzerland. I thought they were nationalized, too. 


Q There are some small railways in Switzer- 
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MR. BRAZIER: Ski railways? 

MR, SINCLAIR: Well, they may be off-gauge 
railways. 

Q. But in every case these railways, Frarce, 
Germany, Switzerland, Britain, Holland, are operating, 
if you take into account all factors, at staggering 
deficits. That is correct? 

A. Yes, and I gave you the reasons why the 
British Transport Commission was in a deficit position 
and I said this is not the scheme we are proposing. 
They have maximum rates set on some basis and they can 
charge what they want; there is no minimum based on 
out-of-pocket cost. I don't know how they set their 
rates in France. 

Q. Isn't it, with some modification and to 
gain in the modification, a break-through over allocated 
cost? Isn't that basically the French system? 

Bis I am going on one article in the British 
Transport Review, and tne similarity would be that they 
have different amt-of-pocket costs as the minimum rates 
for the line-haul and for the terminals, and they have 
the terminals set up on a group basis as we do, Now, 
apart from that I can't say without studying the situa- 


tion fully, which I certainly haven't done. 


Q. You are not suggesting that the European 
experience is meaningful in studying the situation under 


the transport conditions in North America, are you? 


A. I am not suggesting that at all. I said 


that one country has to be taken as a country and the 


eeysviten Of 


SgueR-2%0 4d, yam yods «fis 


Somer! .svewiiet smite seem yteva ak Suet pe “~“" 


| <aoiteyego 1s ghaeifoRh ,alesing bee lros tte syns 


witiesyaIn Ja .atotogt fia’ gnvoons otal wer sou | 
y | . 


| ¢toseTes ef daat eer 
| . 


env ydw aeneonse: and voy. syag-i foe ,9eY +) iA (A: 


SE 
= 


ee 
24 


; poltiisog thotie> a alt aw noleatumod JaogenesT dete2ee | 


| | mhigeqotg 218 $W sneco2e ant ton al eiris Blse I boa 

} | aso ved? bos eatasd omeq no tea earver aumisan evad went 

é | iO Heesd mpminina on et oxoid Jase yadd Jade syreris 
: 

7 | ~2S0) Je8 yorit won word aimed I .Ja0o denoog- thd] a 

( | .oortats al. asier 

| ot bod colisottibou omee, Aviw ot 2 aeles “gp , 

- a : y 

. Bsseoolls eve Asuowdia-asgerd & (nelrvseatitbon oAd at nieg 

; Tustaye Morevt edd yLlaotse? caddy 2 nal | Ttaoo 

Hetcviet aij ak sfotias eng no geton as I 2A 
7 yond sary ad Hiuow ytfualfets sos Soe ,weiven progenstT. 


avan very i alentene? afd tol fase Ived-anll- ens it 
wor Ob Sw 88 alesé quors 6 tgegm dea elsniame?d end 
réuidta sd ghiybuta sperdtw yse t'e8o T Jedd mort Jxage 


enoh naked yintasirse i doldw, vlivl nolg 


. 
| B8TS1 mumiokn sat 68 @efd9s tedocg-Io-de sme we VIEb ovad 
naegoiss edt isis gulvespgus gou.et doy. «0. 
top neltsugia edd gniybude oi iwitentasem sf sonsiase ” 
: ‘ 
tvoy, ste .Solremh soto ai anolsibnos Jrogenand | 
| ‘i 


bise I tie 35 Jatd ynttuesgus jonme i <A ce 


9f3 bus yitnvoo ~ @6 aesea7 od oF re 
; ant wad 
, > — Fr 


“ ANGUS. STONEHOUSE & Co. LTD. Hughes, cr-ex 13987 
(Sinclair) 


conditions in the freight rate structure applying to 
that country. We can learn a lot by other people's 
mistakes, experiences, see how they do things, and I 
think the whole situation in North America, in the 
United States -- everybody is starting to realize 

that the value of the commodity has, for all practical 
purposes, ceased to be the determinant of how traffic 
will move, 

Q. When you say everybody, you mean everybody 
who theoretically approaches and reads articles on 
transportation? 

A. No, I am not. 

Q. Could you refer the Commission to any 
practical traffic man who has taken that position? 

A. yes. I read articles in the Traffic 
World all the time, I read books by ---- 

Q. Would you give the Commission the names, 
please? There are people who write in the Traffic 
World who come from universities, too. 

COMMISSION MANN: I have a feeling that Mr, 
Plowman is a mong those who advocate the cost of service 
theory. 

THE WITNESS: This is from the Senate of 
Canada, proceedings ¢ the Standing Committee on Transport 


and Communications, Bill c-38, Wednesday, June 17, 1959. 


MR. SINCLAIR: Q. Is this the statement of 


Commissioner Knowles? 
AS That is right. 


MR. BRAZIER: A man with some practical 
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experience, 

MR, SINCLAIR: Q. Yes. I want you to be 
careful to be sure that you catch what he says, because 
I have read that many times, This is the one you 
quoted, isn't it? 

A. Yes. I am going to give you some other 
names, too. The question by Senator Smith finishes 
ort: 

"Does it cost the railway companies 

any more to move semi-manufactured steel 

that is carried a little farther in the 

original raw state per ton and per car? 

Is there any real reason why that could 

not be changed? 

"Mr. Knowles: No, not on a cost 
basis, except in the case of a heavily- 
loaded car the unit cost would be some- 
what less than it would be on a lightly- 
loaded car. But, Senator Smith, you 
have asked a great fundamental question 
in ratemaking that is worrying everybody 
today, and that is, the way the rate 
structure is made now, high rates are 
charged on high-grade materials and low 
rates on low-grade materials, and the 
higher rates are being eroded by the 
trucks and railways are being left 
with the low-grade articles which are 
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cost of transportation. That is the 

great problem all over the world today. 

iymead: Ati all> the railway magazines -- 
that is, the fact that the original method 
of ratemaking on a value basis, while it 
was very good for 75 years, is out of 

date today, and it may be that the rail- 

ways will have to come to a more cost 

basis of fixing rates. But as long as 
the value of the service principle remains 
in the rate structure, you are going to 
have that situation existing. It is 
quite difficult to understand for anybody 

who has to use the rates, to charge 50 

cents per 100 pounds on one article and 

$1.50 on another when the cost of moving 
the cars is exactly the same.” 

Q. Surely you don't think that that says 
that Mr. Knowles is in favour of cost-of-service rate- 
making such as you have proposed to this Commission, 
Did you not note what he said in here -- it may be that 
the railways will have to mae more to a cost basis. 
All that, surely, is saying is that the rates on the 
low-value commodities will have to go up. Have you 
ever read Mr. Knowles! views on pulpwood rates and 
why they should be increased, carry more of the total 
costs? 
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Q. Practical ratemaking. 

A. This is the federal transportation policy 
and programme, United States Department of Commerce, 
1960, and the advisers in here -- there was Professor 
Ernest Williams; he is a professor at Columbia---- 

Q. He is not a practical rate man at he 
is he? 

A. No. Behind the study here, as you can 
see on the front page, there is a whole group of 
industry adviser groups, there is the Transportation 
Council in the United States, which is made up of 
shippers, of operators. These are practical men, and 
if you want me to get the names of these men, I can, 
They are practical men and they recommended tn this 
book that the United States railways get down to a 
more practical type of ratemaking, and they recommend 


that as well, 


(Page 13993 follows.) 
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(Sinclair) 3023 
To come back to your question -- your las 
question -- Mr. Sinclair, this is the problem, as 


Mr. Knowles says, that, based on the value of 
commodity service it will not be able to subsidise 
any other traffic: it is all going as this traffic; 
and this is the high-grade articles. 

Q. a suggest to you that all that is 
being said in both of the documents to which you 
refer is that the practical rate makers are saying 
that cost is becoming a bigger factor, and 
particularly is this so in the United States where 
it has been legal to charge less than variable 
costs for competitive-rated traffic? And I pointe 
out to you before, in regard to "The Economics of 
Transportation" of Meyer et al, where they talked about 
this -- this is in the United States concept and 
there is not the same situation in Canada. Ha 
don't think you realise that, Mr. Hughes, because 
of your answers - you didn't realise that in the 
United States the situation with wgard to floor on 
competitive-rated traffic is quite different? 

A. That may be so; you may be right; but 
I want to tell you what somebody in the Canadian Pacific 
thinks about the whole rate-making structure, if I 
may do that. 


This is an article by Mr. William G. 


Scott who is, I believe, Director of Traffic Research 


in the Canadian Pacific Railway. 
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Q. He is a director of Canadian Pacific, 
and he is an economist who was formerly with the 
Railway Association? 

A. Yes, he was an economist with the 
Railway Association. 

MR. FRAWLEY: A graduate in law from the 
University of Alberta. 

MR. SINCLAIR: And a graduate of the 
London School of Economics. 

THE WITNESS: I never met him in London. 


I don't know if he is a graduate or not. 


THE CHAIRMAN: He didn't go to Manitoba, 
did he? 

MR. SINCLAIR: I don't think so. 

MR. GUEST: It all depends on what he 
said! 


MR. SINCLAIR: I thank Mr. Guest for that. 
I will answer your question after Ihave heard wha 
me ‘eaid. 

MR. FRAWLEY: Open confession is good 
for the soul! 

THE WITNESS: He has an article called 
"What Differentials in Rates?" He says this: 

"Me freight classification, or 

grouping of commodities into limited ~ 

number of classes on the basis of their 

value, is the classical example of 

traditional rate differentials. It 


was designed to extend market opp- 
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1 

2 | ortunities as widely as possible 

3 in the interests of encouring both a 

4 ume development of a country and 

5 a maximum development of railway 

6 traffic. The rates for each class 

7 of traffic were to bear a proper 

8 relationship to the rates of all other 

9 classes; and the revenues from all 

10 rates taken together were to. be 

11 related to the railways! total costs. 

12 The freight classification has represented 

13 a complex system of bonuses and taxes, 

14 taxes being levied on some comm- 


odities far above the full cost of 
service and bonuses given to other 
types of traffic which have ea 
traditionally carried below cost...” 
MR. SINCLAIR: Q. Below? 

A. Veashelew céehec," 

"Satisfactory as the railway 
rate structure was under monopoly 
conditions, it nonetheless was 
artificial, and was far removed from 
the normal concept of prices in a 
highly competitive economy. Its 
artificiality, moreover, became a 

matter of practical importance 
to the railways with the develop- 
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What then is the practical 
Significance to the railways of 
traditional rate differentials based 
on the value of commodities? Simply 
this -- large blocks of high rated 
traffic have been, and are continuing 
to be, diverted from the railroads to 
common, contract and private carriers, 
not because these carriers can handle 
high value commodities more economically 
than | the railways, but rather because 
such traffic can be moved more cheaply 
than at the prevailing railway rates 
which are not based on the cost of 
individual shipments. Of even greater 
importance is the fact that the 
large profits made by motor carriers 
from many of these rates have enabled 
them to profitably back-haul certain 
traffic which under normal circum- 
stances would be outside their economic 
sphere of operations on the basis of 
their true costs.." 

Q. What is the date of that? -- 
THE CHAIRMAN: What . are you quoting from? 
THE WITNESS: This is a prize essay that 


and the date is 


Mr. Scott wrote for "Railway Age," 


1956. 
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1 
THE CHAIRMAN: Was it published in Railway 
3 Age? 
THE WITNESS: Yes. 
. MR. SINCLAIR: Yes, it was. 
6 THE WITNESS: I would like to continue on 
7 the practical aspect of this, Mr. Sinclair, if you 
don't mind, for a minute. 
‘ Mr, Alfred E. Perlman wrote an article 
"Scrap This Antiquated Price Structure!" 
4 | MR. SINCLAIR: Q. You referred to that 
12 
in your brief? 

‘ Bz I referred to that in the brief. 
i I would like to read a couple of lines 
i in "British Transport Review," dated April 1957: 
r "The railroads in the United States can 
4 cure this evil. We have the power to 
i go out and find out what our costs are. 
. We have the power to build a sensible 
, rate structure based upon those costs, 
r with standby charges built into the 
q rate structure so that a customer's 
q load factor, demand and volune can 
. all be taken into account. Since 
7 the days of the wood-burning locomotives 
4 we have grasped all that technology could 
r offer us to change our physical plants 
4 and have come along way in adapting new 
29 


methods to our operations. The 
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operating officer who would try to live 
today with the old wood-burners would 
be classed as mentally obsolete. 

When will we recognise the need for 
modern thinking to replace our old 
wood-burning rate structure?..." 

Q. Well, I think that you have put that in 
the record two or three times; but let me ask you 
if you recall a man by the name of R.B. Robinson, 
who was the manager of the British Columbia division 
of the Canadian Manufacturers Association, and who 
was one of the gentlemen that you were calling upon 
with the practical traffic men in his organization 
for advice in dealing with the brief? Do you remembe 
him? 

A. I don't know the gentleman; I don't 
know him very well, I should say. 

Q. Let me ask you if you agree with 
this: "On the whole it would not appear from 

what is advanced in this summary that 

the resultant rate structure would 

be any lessa'mess' or less complacated 

than that which we already have. 

Frankly, Charlie, and as 

you know, practical Traffic Managers 

take a dim view of economists’ 

approaches to the solution of our 


transportation problem. They may be 


en a vn roe 


. jy Qeetiseinhe. ‘eget gatarud-beow 
| Solr! ae 
| ct on owe 0h il 5 gt 

: 

| 

. 

: 

| 


vey Mas om tel dud cnomid seri? to ond Daeoes odd 


Neantdeh .a.A Te ane OS ‘teoen voy 


solelvib S.idmuLod delah ca ‘add to 1ogsasm ard Saw ow 
ow bas ,nettetooaza Ste RA TER nathan eat to 


ee a 


negu gatiiso Ste" YOY sasid nsmelinos ods 0 sno saw 


| nofisatnsgxe ati ot nem otMeit Leottosrq edd ddtw 
isin: yoy of Ttetrd edi Adiw gabiseb nt sofvbs 10% 

jtiprp BIhe ss “— 

| Smba 


- 


' 
| 
; 
| t'mob I jmemeftney eat worst nob I A 


.¥ss Sifbidte rE Eien wey mid worm 
djiw oonges voy ti voy Mae om sed 2 
ce mot tseqqs ton Bivew 3 sfodw edd m0" patna | 
| teat witieuiet sidj at beonpvbs al Jecte 
| binew enydJoutséa even Snstivess odd 
| bedacsiqmoo sael 10 ‘seem' s eget yos sd 
. over ybaerls ew. tiotde ddd neds 

| es bas sot inea » ¥feaser 
etegscsn oftiss? isoltoaxg .wend yoy 
‘atvelmoneos to wetv mb s oust 
sYo ‘to moetiuioa od? of eedosenqas 


od yam vow ,meideng nolissiogensad 


; -~ 
& » Il 
sem 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 


Hughes cr-ex 13969 
(Sinclair) 

wrong, of course, but you cannot blame 

them if they hesitate to jump into the 

unknown..." 

Would you agree with that? 

A. I can't blame them if they do 
Hesitate;. but I--am telling you that there are 
practical men behind all commerce studies. The 
railway president said it in "British Trasnport Review" 
and Mr. Scott said it; and it isn't only the economists 
who are leading the field in this respect -- by 
no means. 

Q. That is your view? 

Az That is my view. 

Q@. Well, let me ask you this little 
practical problem: Under vas scheme what would 
happen where a shipper is serving a market; 


his plant is located on a light density branch line. 


Another shipper, making the same goods, is also shipping 


to the same market, but his plant’is located on a 
heavy density main line; and they are equidisvant 
from the market; and both movements would be captive 
under your proposal. What would the rate be? 

A. So long as the rate was above the 
out-of pocket cost and below the maximum fully 
distributed cost then the railway can make the rate 
whatever it wants. 


Q The railway can make the rate whatever 


it wants? 
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A. The same as it does now. 

Q. It could make the rate on the branch 
line movement to the junction of the branch and the 
main line on the fully distributed cost for that? 

A. It could equalize the rates for both 
plants, because now, as I eideewtend © the railways 
do not want to move anything at less than out-of- 
pocket cost. 

Q. | Will you please listen to my question: 
The railway could put the rate on the fully-allocated 
cost on the branch line movement;is that correct? 

A. If it wanted t do it it could; but 
there is no need to do it. If it is in com- 
petition with trucks... 
| Q. Just listen to the question. Captive 
traffic: The railway, under the proposal you have 
given, could put the rate on the fully distributed 
cost? 

a Yes. 

Q. Fully allocated cost? 

A. Yes. 

Q. On the branch line movement; and 
because that cost would be substantially higher than 
the main line movement that would preclude the shipper 
on the branch line from getting his product to the 
market? 

A. If the railway put the rate at fully 


distributed cost, yes -- as would probably happen now. 
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Q. As would probably happen now? 

A. 128. 

Q. Of course, I haven't got any purpose in 
pointing things out to you, but I think you are 
completely wrong, and I have given you the classic 
example of unjust discrimmination. 

There is just one small point on page 15, 
part 2, and then I am finished. You quote Merril 
Roberts! "Regulation and Economic Efficiency," and 
he says: 

"Fully distributed costs are a false 


! 


pricing standard..." and you quoted that as 
proof? 

A. Yes. 

Q. What Professor Roberts meant by that was 
fully distributed cost being the sole determinant of 
arate; is that correct? 

A, No; what Professor Roberts is talking 
about is that fully distributed costs are a false 
price standard for minimum rating. 

Q. For a sole determinent of a rate, I 
Suggest to you? -- 

THE CHAIRMAN: The next sentence can be 
read along with it. 

THE WITNESS: I beg your pardon? 

MR. SINCLAIR: a. What I am suggesting i 
-- and the Chairman says the next sentence reads ri 


along with it -- what I am saying to you is that 
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TORONTO. ONTARIO Hughes cr-e@x 14002 
(Sinclair) 
what Professor Roberts was saying there -- what he 
means -- is that fully distributed costs are a false 


price standard as a sole determinant of a rate? 

A. I don't think he is saying that. 

Q. You don't? | 

A. He is certainly not saying it from 
the extract I have got here. 

MR. SINCLAIR: I have no doubt we can 
clear this up, because a little bird has just told 
me that this gentleman may be here. 

Q. Well, anyhow, that isn't what you 
think he means? 

A. No. 

Q. But, in any event, insofar as your schem 
is concerned, if the price demand is inelastic, if the 
transportation demand is inelastic, under your pro- 


posal fully distributed costs are the sole determinant 


‘of ‘the rate? 


A. Well, I would like to say if the traffic 
is captive the fully distributed costs... 

Q. ...are the sole determinant? 

As ..-are the determinant of the maximum 
rate schedule, not of the rate. 

Q. If the product that is moving is 
inelastic in its demand for transportation, or its 
price is inelastic, I suggest to you that under 
your scheme the sole determinant of the rate is 


fully distributed cost? 
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TORONTO. ONTARIO Hughes cr-ex 14003 
(Sinclair) 

A. I don't agree with you. 

Q. Why? 

A. Because, in the first place, I am 
saying that it is captive traffic that should tak 
the maximum rate schedule and not the rate as to 
fully distributed cost. Iam not talking about 
the rate; I am talking about the rate schedule 
as being the fully distributed cost; whereas Mr. 
Roberts is saying that fully distributed costs are 
a false pricing standard, for various reasons. 

Q. I am suggesting to you that under 
your proposal if the demand for transportation of 
the commodity is inelastic and price demand is in- 
elastic and the traffic was captive the ‘sole 
determinant of the rate would be fully distributed 
costs? 

A. Well, again, I can say to you _ that 
you have put it a little differently. Now you 
have brought into it the fact of if there is 
captive traffic. If it is captive traffic and the 
demand is inelastic, then, again, the determinant of 
the rate lies with the railway; the rate schedule is 
the fully distributed costs, but not the rate. 

The railway might want to make it the rate, but that 


isn't the determinant in this scheme. That is up 


to the railways. 


Q That is the result of your scheme? 


A. Well, that is within the railways! 
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TORONTO. ONTARIO Hughes cr-ex 14004 
(Sinclair) 

COMMISSIONER MANN: I don't quite 
understand this. Mr. Sinclair said to you that, 
under the conditions posed by him, the _ sole 
determinant of the rate eee be fully distributed 
cost? 

THE WITNESS: Yes. 

COMMISSIONER MANN: Now, it was my under- 
standing until you answered his question that fully 
distributed cost, under the conditions posed by Mr. 
Sinclair, was the ceiling -- the maximum? 

THE WITNESS: That, is the maximum 

COMMISSIONER MANN: But the railway might 
be better off, on captive traffic, to charge a rate below 
fully distributed cost in the case posed by Mr. 
Sinclair? 

THE WITNESS: That is right; that is what 
I am telling Mr. Sinclair, that this proposes a 
maximum rate schedule, and we have maximum rate 
schedules now; and the railway can charge what 
they like under the maximum. 

COMMISSIONER MANN: It is quite clear ther 
is no obligation on the railway, in the case of 
captive traffic, to charge at the level of fully 
distributed cost? There is a play there between 
out-of-pocket costs and fully distributed costs? 

THE WITNESS: Yes; that is quite correct 

MR. SINCLAIR: Q. Mr. Hughes, arising out 
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TORONTO. ONTARIO Hughes er-ex 14005 
(Sinclair) 
two or three minutes more. That answer is incorrect - 


that the obligation on the railway to charge fully 
distributed cost is the sole determinant of the rate. 

I suggest there would be an obligation on the 
railways before they could come and increase rates; 
they would have to demonstrate to the Board of 
Transport Commissioners that they were getting every 
single penny that they could, and under the conditions 
I gave you of inelastic demand and inelastic price 
that would necessarily force the rate to the fully 
distributed cost basis as the sole determinant. 

BS But one of the reasons you are... 

Q. Is that one? 

A You are correct in the context you have 
given of inelastic demand; and, of course, if you 
Say that, you are right; but if there is no inelastic 
demand then the railway might maximise its revenue by 
actually reducing the rate below the fully dis- 
tributed cost. 

Q. You, onanumber of occasions, have 
referred to the fact that they might maximise their 
contribution by lowering the rate; and you referred 
to coal in the United States. You said that is 
a good example; is that correct? 

A. That is a good example. I can 
think of others. 


Q. The reason why coal makes such a 


large contribution is because of the large proportio 
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e ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO Hughes cr-ex 14006 
(Sinclair) 

of coal that is moving; is that correct? 

A. Yes; but... -- yes, all right. 

Q. Now, if the railways of the United 
States could show that they could get more money 
out of coal by charging it at fully distributed 
cost there would be an obligation on them, under your 
method of rate-making, to increase the coal rates; 
is that correct? 

| A. If they could show that, yes. 

Lumber is another article carried in the 
United States at less than fully distributed cost, 
I believe, and it makes a very big contribution, 
too. | 

MR. SINCLAIR: That is competitive traffic. 

Well, Mr. Hughes, thank you very much. R 
know that you and Mr. Guest and, apparently, Mr. 
Brazier, from what he has nadaGh Wericed very hard to 
prepare this evidence for this Commission, and it 
has been very interesting to discuss it. 

MR. FRAWLEY: May I have the privilege 
of asking one or two questions of Mr. Hughes arising 
out of something that transpired between Mr. 
Sinclair and Mr. Hughes? 


THE CHAIRMAN: Yes, Mr. Frawley. 


Page 14008 follows. 
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TORONTO. ONTARIO Hughes Cr-e@xX 14008 
(Frawley) 


FURTHER CROSS-EXAMINATION BY MR. FRAWLEY 
OR AWLE 


Q@. Mr. Hughes, yesterday on page 13960 
of the transcript you were discussing with Mr. 
Sinclair the piggyback operation. Reading from your 
answer at the bottom of page 13960: 

Aa I gave you an example of 100 

per cent empty return ratio as an extreme 

example, but many truckers don't have 

that. Piggyback operators on the 
railways today don't have any consider- 
ation of value of the commodity 

inside the van, and I have seena 

lot of piggyback trains running about 

and it has nothing to do with the value 

of the commodity inside the trailers. 

Q. Are you sure of that? 

A. Yes, I am sure of that. 

Q. Well, I suggest you are absolutely 
wrong because they take into account the 
factor of trucks as a common carrier, 
and they recognize that truck rates 
which enable the trucker to operate at 
a profit relate the value of the 
commodity. It may be a little 
complicated tw get it, but I tell you 
it is Reece Have you thought of that? 


A. I have thought of it, andl 
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TORONTO. ONTARIO (Frawley ) 


have discussed the situation with the 

C.P.R's piggybacking -- I don't know 

what you call them -- the chief of 

piggybacking in the C.P.R... ." 
Then followed some jocular interplay: 

ua Well, he knows something about 

rate making; and he says: 'We don't take 

account the value of the commodity in the 

trailer; we look at the truck cost,' and 

I am saying that it has nothing whatever 

to do with the value of the commodity they 

are carrying." 
Then Mr. Sinclair went on to something else. I 
quite agree with you, Mr. Hughes, and I would. like to 
ask you to have in mind Agreed charge No. 474, effective 
September 15th, 1958, made between the C.P.R. and 
Canadian Pacific Transport Company Limited on behalf of 
itself and its subsidiaries, Dench of Canada Limited, 
Expressway Truck Lines (Canada) Limited and Okay Valley 
Freight Lines Limited. My reading of that agreed 
charge --- 

MR. SINCLAIR: Is that agreed charge still 
am Gr rect? 

MR. FRAWLEY: That agreed charge is still in 
effect, yes. 

Q. I put it to you, Mr. Hughes, that when 
you look at that agreed charge and you want to find out 
how much it costs to move between, Say, Brandon and 


Calgary you will find it costs $164 for a loaded van 
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(Frawley ) 
regardless of the contents so long as the excluded 
commodities are not in the van, and the excluded 
commodities are -- and I read from Condition D, paragraph 
83 
"The following commodities loaded on 

semi-trailers are not included and will 

not be accepted under the conditions of 

this agreement: freight requiring transit 

privileges, explosives high, household 

goods and settlers! effects used, live- 

stock, poultry live." 
Isn't it a fact that, other than those excluded com- 
modities, the shipping companies -- Dench of Canada, 
for instance, to take the Alberta subsidiary of Canadian 
Pacific Transport, if they wanted to ship a trailer 
of any kind of freight, other than those excluded 
commodities, they would pay Canadian Pacific Railways 
$164 regardless of the contents of the van? 

A. yes, this is a general way of making 
piggyback rates today. 

MR, SINCLAIR: That is exactly what I said. 

MR. FRAWLEY: Qi That is the agreed charge, 
and so far as I know, it is the only agreed charge cover- 
ing piggyback operations in Canada. I may be wrong, but 
that is the only one I have found. Then, there is 
Canadian Freight Association, freight tariff No. 38-D, 
CTC No. 1621, and that 4s an open tariff for the carriage 
of loaded and empty trailers for for-hire carriers -- 
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if you want to find out how much it would cost to ship 
a loaded trailer containing any kind of freight except 
the following excluded commodities -- automobiles, 
buses, trucks and highway tractors new, explosives 
Class A, explosives Class B, household goods and settlers 
effects used, livestock, poultry live, Royal mail, 
semi-trailers or trailers new or used -- so long as 
your freight did not come within that prohibited class, 
then any kind of freight from the highest to the lowest 
class would move, I suggest to you, from Fredericton 

to Ottawa for $1.97 per hundred with a 32,000-pound 
minimum or from Medicine Hat to Toronto at $6.60 per 
hundredweight with a 34,000-pound minimum entirely 
regardless of the value or even of the nature of the 
commodity within the van. Is that not your under- 
standing? 

A. That is right, Mr. Frawley. 

MR. FRAWLEY: Mr, Chairman, those were the 
questions I wanted to ask Mr. Hughes, and now I would 
like, if I may, to offer as an exhibit a rather for- 
midable statement prepared by my office in Edmonton which 
shows all agreed charges in effect as of May 24th, 1960. 
I am only offering this as a reference work for the 
Commission. I do not expect them to carry it about 
with them on their travels, but it may be that some time 


during their deliberations they may like to refer to an 


agreed charge, and there 4s this information gathered at 


considerable expense, but with great satisfaction. 


THE CHAIRMAN: you want to file it? 
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MR, FRAWLEY: It has not yet received a 


number. 


---EXHIBIT NO, 149: Document filed by Mr.Frawley 
showing all agreed charges in 
effect as of May 24th, 1960. 

MR, FRAWLEY: It contains the interesting 
information that as of May 24th, 1960 there were in 
effect -- there had been filed; I will not say "in 
effect", but there had been filed agreed charges up 
to the number of 908, and I understand since the 24th 
of May, because the wheel is constantly turning, that 
now it has hit 999 -- yesterday morning. There are 
in effect, of those 999 -- I should have the exact 
figure, and I think I will get that and put it on the 
record. It is somewhere between 850 and 900, I 
think, still in effect. So, this is the agreed charge; 
this is the technique which the railways have found to 
be so effective, and I may say they have found it 
increasingly effective since they succeeded, through a 
fluke in the legislation, in getting rid of the one-and- 
one-third rule on transcontinental traffic. 

MR, SINCLAIR: Mr, Chairman, I don't know 
that that is all set out on the exhibit which Mr.Frawley 
has talked about, but, if it is, then the exhibit is 
not factual and should not be taken by the Commission. 
It is no fluke in the legislation. 

THE CHAIRMAN: That is not in the exhibit. 


MR, FRAWLEY: Is my friend saying that my 


exhibit is not factual? 
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MR. SINCLAIR: I did not know whether you 
were reading from the exhibit when you were using some 
of the language in your last remark. 

THE CHAIRMAN: He was only commenting. 

MR, FRAWLEY: I was “reading” from my 
practically inexhaustible mind on the subject of 
agreed charges. I am told, thanks to the Commission's 
traffic adviser, that there are 858 agreed charges 
still in effect, the difference being that some of 
the earlier ones have expired. 

THE CHAIRMAN: Mr. Brazier? 

MR. BRAZIER: Mr. Chairman, I presume some 
of the members of the Commission may wish to ask Mr. 
Hughes some questions, and, if I can speak to the 
Commission after the questioning is all over, I have 


a motion, 


BY COMMISSIONER GOBEIL: 

Qe I would like to have some information 
on your Part l first. On page 17 in Part 1, your 
lumber movement, you present it over eight years for 
the commodity groups, put your lumber end of it seems 
interesting to me. In 1950 you have apercentage of 
distribution of 33 per cent for lumber. Four years 
later you move 8 per cent more, and eight years later 
you come to 20 per cent above 1950. Is it your 
impression that this trend will go on, or do you expect 
that in 1966, which is another eight years -- Or, 
six years from now -~ that it may be 70 or 75 per cent 


that the lumber may represent? 
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A. I am not really well qualified to speak 
about the future of the lumber industry. A lot of 
the reasons for this are, increasing population and 
wealth in the United States and Canada, and if that 
continues to grow -- the population in both countries 
grows -- I don't see why these percentages should not 
keep on increasing. 

Q. Well, is this increase compared to the 
balance due to the fact that part of the other traffic 
is lost to the railways because of other competitive 
transport? 

A. If you look in the percentage distri- 
bution column you will see the mines have fallen down 
quite a lot, which makes the other figures greater. 
But, there is another factor. There is plywood and 
these products which are ever-increasing, as I say, the 
population's wealth. 

Q. In the other column, under the title 
"Delivered to foreign connections," how do you explain 
this decrease on the forests from 1950 to 1954 when 
you had them almost 16 per cent, and, in 1954 it 
decreased to 10 per cent? 

A. This 1954 was a bad year in the United 


States economy; that is one reason, I remember that 


as a recession year. Also, these are delivered to 


foreign connections in British Columbia. It may have 


been they had been routed to foreign connections in 


Saskatchewan or further across the prairies. 


Q. On page 19, in your table X-B, for 
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manufactured and miscellaneous -- agreed charges -- 
between Nova Scotia and New Brunswick there is a tre- 
mendous difference in mileage: 600 compared to 1800. 
What is the reason for that? 

A. I will just get the working papers; I 
will have to look at the waybill working papers. Very 
often, with the small provinces, it has to do with the 
size of the sample, and I will just check on that. 

Q. I thought it may be a mistake, because 
even in British Columbia, which normally should have the 
longest haul, it is only half of what you have in 
Nova Scotia. 

A. I am sure it is not a mistake. We did 
look at this some time before in Victoria, and it is not 
a mistake, 

MR. BRAZIER: Mr. Chairman, Mr. Guest advises 
me the papers are not here. 

COMMISSIONER GOBEIL: Well, all right; it 
looked peculiar to me. 

Qe On page 29, in discussing British 
Columbia both-ways traffic, you refer in the second 
column towards the end of the page to a statement by 
Mr. Knowles where it is said that most of this normal 
traffic moves on the western region, aS Was pointed out 
to the Standing Committee on Railways, Canals and 
Telegraph Lines in April, 1959. There Mr. Knowles 


said that 56.7 per cent of the normal traffic moves 


on the western region, 26,5 per cent moves in Ontario 


and Quebec and 16.8 per cent on the maritime region. 
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know the reason for it, 

Q. On page 53, and this is the last question 
I have in this section, in the second column, the first 
paragraph, you say: 

"It will be noted that each rate 
increase up to 1953 at first brought in 
more revenue from normal traffic, but 
since that time there has been a consider- 
able decline," 

What was the reason for that decline? 

A. Because more and more of the normal 
traffic, which is the more or less captive traffic, is 
moving over into the competitive classes as rates go 
higher and higher. It is because the truckers are 
coming along primarily and taking this captive traffic 
away from the railways. It is getting more and more 
onto the trucks. 

Q. Mr, Frawley has just handed us a big 
document here; might it not be also simply due to the 
fact that some of that normal traffic does not go to 
trucks, but moves on agreed charges? 

Ae yes, as it gets competitive and there 
is a danger of it moving to the trucks, then the 
railways may put it on 4 competitive or agreed charge 


rate. 


Q. If such is the case, it would not mean 
that the railways are losing the traffic; it is just 


going under another name -- agreed charge? 


A yes, that is right, but the statistics d 
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show that the tonnage moving by railways -- the ton 

mile of work moved by railways is not keeping up with 

the increase in the production of the country. So, the 

may not be losing the traffic, but they are not getting 

their share of the new traffic that is coming along in 


the rising economy. 
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THE CHAIRMAN: Very well, Mr. Gobeil. 

COMMISSIONER GOBEIL: Q@. Mr. Hughes, 
let me apply my layman approach to your cost of 
service. Expecially after yesterday afternoon, I 
ama little bit mixed up. You would not change 
anything about competitive traffic; your cost of 
service as a first will not influence competitive 
wretfic atun ala? 

A. Providing the competitive traffic was 
being carried more than the out-of-pocket cost, then 
it would not be influenced by the cost of service 
principle. 

Q. As it stands now, my understanding 
was that is the way it is. It is not permitted 
at a rate below variable or out-of-pocket costs? 

A. It is not permitted, no, in competitive 
traffic as defined in section 334; but other treffic 
can be carried at out-of-pocket caosts to the best 
of my knowledge. 

Q. Competitive traffic? 

A. Non-competitive traffic. There is 
a branch line deficit and there is a passenger deficit 
also. 


Q. I thought that no tpeaffic would be carried 


below variable costs. 


MR. SINCLAIR: You are not wrong, Mr. 


Commissioner. ge 


THE CHAIRMAN: What is the law? 
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MR. BRAZIER: The law is, of course, that 
it cannot be carried a rate which is non- 
compensatory. Now, whether a non-compensatory rate 
as measured today would be the same thing as 
termed as out~of-pocket costs could only be found 
after we determined what the out-of-pocket costs 
are. The two terms may mean different things. 

MR. SINCLAIR: With respect, I should say, 
Commissioner Gobeil, that the long-term variable 
costs may, with the techniques that are now here, 
be able to be ascertained with greater precision, and 
I think that ‘a s0; but a competitive rate under our 
jurisprudence has always been one that meets out- 
of-pocket costs and something in addition, atid tne 
only refinement made is a closer aseertainment of 
the out-of-pocket costs. This is not only on 
competitive rates but on agreed charges, and there 
is one single exception, and that is the statutory 
rates on grain. This is obvious from a reading 
of the Railway Act, section 320, and the provisions 
of the Transport Act with respect to agreed charges, 
and section 334 with respect to competitive traffic. 

COMMISSIONER MANN: Mr. Sinclair, while 
you are on your feet, could you draw our attention 
to the section in the Transport Act, sub-section 
in section 32, where there is 4a requirement for 
compensatory rates? 


MR. SINCLAIR: sub-section (6): 


| a 
| et et ae 
| 


“von At donee odes > ad fees, 
83st CTO OS IGR=IEM - <n ot Fan : 


| Re og WL Dkwes egeeD nia 
stea> Jeusoq-te- yuo si serw bontmrsseb ew torte 
sands InsreTIt> rixom yam amred” owt oft’ lene 
‘yas Sivode I .tnegees ceW. sATAIOTS 1a OS 
| vidsiney sxed-yeol ond tent (Steded tonelaetamed 
| ore won ers ced? gouplenfoet odd dtlw Syne adios 
| bas actatoorg ts#sotg-iidlw ‘bantadteogs- lf ed efds od 


ivG TShau s$eq svbtizeqgmes gg tud :oe wf terd stint x 
|' “Oe steow Jett ene ned _aeiwis ia sorebyigqaiayt, Fy 
| st Ons .cetthobe al gibrivemes bas evaen teMooq-to | 
| (o Josmntesiests tseelo S at obem Ynemeqtite: Yfas 
ma. ylae ten sat sir «89809 Sidenaha-tie srid 
. stats. ber (eeyteds Sesige o>. god: eater evistteqnes 
metsiste ef sk tend hae moliqsers slants eno at 
eniSso. » moult gvohvde® et aldt inter née #bdse 
emoisiveny setd hos OSE “molivem FoR vawlieh odd to 
269180 bestys ot tosaket Aviw a5 SteqanetT ed to 
lett avisiiognen of Yisgkes Adiw NEC nebtess Bhs’ 
ofisiw ,tielonté  .aN ‘WMAM ARMOTZAIMMOD | 
nottastte nue weed wey Bites .36e% «aAwWoy ile ote HOY 
netioea-due .doA tueqatMix® edd at solisse” “Ss “Ss 


y 
‘cot Inemeiiupet w# wf sent orode (SF Aobdoss amt 


feestat yrotseqsamoo 
(8) settooe-dve :ATATONTS sot ae 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Hughes 14021 
(Gobeil) 


"An agreed charge shall be made on the 
established basis of rate making..." 

Section 33, sub-section (3): 

"In dealing with a reference under this 
section the Board shall have regard to all considerationis 
that appear to it to be relevant, including the effect 


that the making of the agreed charges has had or is 
likely to have had on the net revenue of the carriers 


who are parties to it." 


COMMISSIONER MANN: And your view is 
that this is, in effect, the same as the provisions 
for compensatory rates under section 334 of the 
Railway Act and the jurisdiction falls on the Board i 
this case as weil? 

MR. SINCLAIR: Yes. 

MR. FRAWLEY: | I am sure my friend would like 
to draw to the Commission's attention in that regard 
the decision of the Board in the Cement Clinker case, 
a judgment of Commissioner Knowles and concurred in 
by Commissioner Wardrope, where out-of-pocket costs 
plus some contribution, however small, to overhead 
was frowned upon, and in that judgment it indicated 
that all costs were costs which had to be taken into 


account before one could say whether or not the rate 


was compensatory or otherwise. I would like to 


have that citation and give it to the Commission 


rather than just rely on memory. I know the Cement 


Clinker case, because I was in that case. It may 


be that we have a new definition of compensatory, and by 


compensatory a rate must return all of the costs. 
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So what we are practically saying is -- 

THE CHAIRMAN: It must not be carried at 
a loss. 

MR. FRAWLEY: Yes, and the money as paid 
for dividends, it is just the same as money paid 
for wages, it is just as much a cost as the money 
paid for ties. I thought I would put this into the 
record at pens time. 

MR. SINCLAIR: Of course, Mr. Chairman -- 
and I think there are anumber of us here, including 
Mr. Frawley -- we have had various cases of what is 
called normal traffic, but in no case has the Board 
ever allowed a rate to be less than the variable cos 
Now, what it should be above that has certainly 
caused various -- 

MR. FRAWLEY: I don't quarrel with that. 

MR. SINCLAIR: I think it is useful now 
it is cleared up once and for all and there is 
general agreement at least between myself and Mr. 
Frawley on the subject. 

COMMISSIONER GOBEIL: Q. In practice, Mr. 
Hughes, your system would not change anything too 
serious as far as competitive traffic is concerned? 

A. That is right. 

Q. It is on the captive traffic that it 
would charge?: 


A. Yes. 


Q And then your minimum cost would be the 
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same as the competitive, that is out-ef-pocket? 

eS Yes, that is correct. 

Q. And then the maximum, where I got all 
mixed up yesterday afternoon. At first in reading 
your brief I thought your maximum would be the 
fully distributed cost, but later on you clarified 
more by saying to Mr. Cooper that it could be, instead 
of fully distributed being 100 per cent, 105 per cent 
or 110 per cent, if the Board decided or the proper 
authority decided that the maximum should be fixed 
at’ such a rate? 

A. Yes. Our original proposal in the brief 
and it is still ‘our proposal really, is that rates, 
the maximum rate schedule should be at fully distribute 
costs, and then if in the examination it appears 
that there may be some doubt whether the railways 
will be able to live if that is the case, then we 
go along and say in the initial case the rate 
schedule may be fully distributed cost or the Board 
may say it is reasonable to have it at 5 per cent 
or 10 per cent or 25 per cent above fully distributed 
cost, and once that decision is made for captive 
traffic by the Board, then the percentage of fully 
distributed costs remains at that and this will 
automatically push up the dollars and cents in the 
maximum rate schedule, but the percentage will not 


change. 


Q I think I see your point. Let's put 
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it another way. This year the fully distributed cost 
or 110 per cent means for a_ certain product, gay. 1,..67 
a ton-mile, and next year or two years later, due 
to wage increase, your cost increases and the fully 
distributed instead of being 1.67 might be 1.77? 

A. That is right. 

Q. Then the maximum will change, at least 
the maximum for carrying that commodity, but your 
maximum level will always be fully distributed or 110 
per cent if the Board decides it is 110 per cent? 

A. That. is. correct. 

Q. It will always remain 100 per cent or 
110 per cent? 

A. Yes. 

Q. But if the cost of service increases, 
then the maximum would increase, too? 

A. THO» jt ..T220% 

Q. Now, on the effect of this project of 
yours -- incidentally, you told Mr. Cooper the other 
day that in 10 years from now you believe there wiil 
be very little non-competitive freight left, normal traffic 
left? 

A. Yes. 

Q. So if in ten years you say there is 
none to speak of, what would be the use, since your 
system affected only the non-competitive? 

A. Well, as competition becomes greater 
and greater, and we see it in the piggyback system 


now, the railways may feel they have to put a 
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horizontal percentage increase on and push up the 
rates on the captive traffic, and this system 
would protect the captive traffic from an ever- 
increasing burden on the smaller and smaller segments, 
and we want to keep the costs of actually carrying 
that traffic -- the captive traffic should get the 
benefit of any decrease in costs over the next 
few years because of modernization and so on. 

Q. Mr. Frawley yesterday was trying to find 
out how it would affect Alberta. How would it 
affect not only Alberta but any non-competitive traffic 
Which, according to you, are the most important 
commodities which are being carried at non-competitive 
rates, except grain for export, of course? 

A. I think quite a lot of the non- 
competitive traffic is now being carried at greater th 
its fully distributed cost as a result of horizontal 
percentage increases,and ‘umber, I believe, is one 
of them; in certain markets, I am sure, it is being 
carried at more than its fully distributed cost. i 
can't think of an example of Alberta's traffic. 

Q. Grain for domestic? 

A. Grain for domestic is probably being 
carried at more than its fully distributed cost. 

So these are two categories where the rate could 
well come down. But I cannot see these rates 
at fully distributed cost going up to the maximum 


schedule because the railway is probably maximizing 
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its revenue on these rates now. 

Q. The rates will go down and the railways 
will lose some money there? 

A, xes. 

Q. And to get that money back they cannot 
increase competitive rates. But are there some 
competitive ee which are moving Peeves 
fully distributed? 

Ae I think there will be, yes. 

Q. Then the railways may have to get 
their money back, may have to let go some commodities, 
competitive, which are less remunerative. They will 
have to leave that for trucks? 

A. Yes. They will probably have to 
get out of the short haul field in many commodities 
in order to do that. 

Q. Mr. Frawley was asking you yesterday and 
then Commissioner Mann asked you if your system will 
mean that there will be some rationalization and 
there will be traffic which will automatically disappear, 
and you said no. But that is what would happen. 

Part of the traffic, the less remunerative traffic, 
would go to a competitor? 

A. That is right, yes, and branch line 
traffic would be an example, where probably the truckers 


could carry it below the railways' real cost and then 


they could get the traffic. 
Q. In this letter which was read yesterday, 
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Mr. Hughes, the part I am interested in is on page 
13937 in the transcript. Have those gentlemen of the 
Forest Industries discussed with you your proposal? 

A. No, only through the Advisory Committee, 
and I don't remember any Forest man speaking to me 
personally about it. | 

Q. They had not seen your brief? 

A. When we go along to the Advisory Committe 
we take an outline, a framework, we don't take the 
actual brief, because it would wave to be altered on 
their recommendation. 

Q. But this Council of Forest Industries, 
of which Mr. Nicholson is the President, had seen your 
wrists 

A. They had seen it, they had seen the 
outline. When we presented it to the Advisory Committee 
we took an outline; they had seen the framework 
before we presented it to the Advisory Committee. 

MR. BRAZIER: Perhaps I could advise you, 
sir. Of the names Mr, Sinclair read this monring, 
there are two of those numbers, Mr. Andrews of the 
British Columbia Lumber Manufacturers and Mr. Armstrong 
of the Plywood Association are both members of our 
Advisory Committee. They saw the brief in an 
abbreviated draft form. 

THE CHAIRMAN: That is Part <. 

MR. BRAZIER: Yes, Part 2. This is some 


months ago they . saw that abbreviated draft form, 


i ; y; ‘ 
— oF - 
| a2 02 0 sevonmnere ‘puss 
| T sous a a ee 
| . (fe ) 


a 


sae7 no tt of betacvstat me I traq ant .eodgak ,' 


sat to nemeltoen ssedd evel ~tqfioanstt edz at VECEL 


3 


(acoget] svoy coy dtlw Doaguenth relideubal geevet 
(So/Tirmed yteslvDA edd dgvexdd ying of A | | 

| a0 oF giitaeqe mam Jest yuna codmemet ¢' nob I Bas 
; .ti ~ Sveds vi isneareq 

lofid svey deen Tom hat yeHT £ 

~stclemed eromtvhA oft of paoia on ow. nett ” LA 


ousJ J'res ew  drowomett @  omt[suo as ested ow 


eS eee ee ee ee oe” 


© be dd ove vow Jf sspnoed. .tetad [erdosz 
Mol tshSnemmoset thane 

49/138 uDrs1 eer, to Irons efdd dat =* ; 

ij iv i! Maples s4 orig al feel odds kt . et fold to ps 

, r 

Tielad i 

eri fess Sei yeds .¢f sees bad yon? oA f 

¢ PlimmoD yi19 b& sit of JL Bevaezetg Sy neAW -oativvo : 

: . 


OWeeMeT!, of3 noes Bsn vet erik JvUo 88 Hood ‘ow 
SSS LMS YIORIVRA edd oF 31 bednersre sw steted 
saivos Olyoo I siagtet : RAT SARE et | 
ait bririces ety bet thsfoat® 1M aneman Sct 20 ate 
25 To eWwOeUboA .46 (aredwer Saens to owt sxe erori 
‘Sart. . tH Sas etetutes téaieM cede st dared fatvind 
4G I0 @1Sdmem died e445 aetiahouosseaA Soowylt seid Yo 

ni ol tsiund #odf wea vor? .Setsinmed yroatvba 
| Molt Tleth betvetverdds 


‘SS as 6f Seett ‘VAMYIAHD HT 


4 
G 
re 


sid? .S Dust .esY (Ma TSARE 


tts4b ra vonene tasid wee Ladi a hae 


| 
q | * At a ete 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes 14028 
(Gobeil) 

and a meeting was held and it was discussed and then 
it was completed, and at the time this letter was 
written they had had the actual Part 2 in their 
possession for several weeks. Copies were sent to 
all the members of the Advisory Committee at the 
same time they were forwarded to the Commission. 
So Mr. Andrews and Mr. Armstrong would have received 
copies of the brief, and Mr. Nicholson and the rest 
of them would have received the information. 

THE CHAIRMAN: Part 1 they would know 
from February. 

MR. BRAZIER: Yes. 

THE CHAIRMAN: And also the cost of 
service brief. 

MR. BRAZIER: Yes. 

COMMISSIONER GOBEIL: Q. Why I was asking 
this was because on page 13937, line 14, they say: 

"We are concerned as to whether, and, 

if so, how the competitive factor, 

which of course is recognized in the 

present rail freight rate structure, 

will apply if the new theory advanced 

by the Government is approved and 

adopted." 

I thought there was one thing 

clear, Mr. Hughes, that your system will not touch the 


competitive rate? 


A. That would seem to be so, Mr. Commissioner, 


yes. 
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Q. That is why I was asking if they had 
read it. They seem to be afraid of what it will 
do to the competitive rates. So there is no cause 
for alarm there? 

A. I see no cause for alarm. 

MR. SINCLAIR: It is that it will move to 
trucks and then trucks would pay their full cost 
of the highway. 

MR. BRAZIER: I don't know what it has 
to do with this letter. 

COMMISSIONER GOBEIL: Those people may 
have very good traffic experience, but do they have 
the equivalent of Mr. Bandeen or Mr. Stenason in cost 
study? 

A. They would have to be very good men 


to be as good as Mr. Bandeen and Mr. Stenason, I think. 


BY _COMMISSIONER MANN: 


Q. Mr. Hughes, startitg ona fairly large 
basis first, would it be right to say that the pt llosophy 
of the province of British Columbia with regard to 
transport in the rate-making aspect is that the 
province would prefer to rely on the forces of the 
market place rather than the hand of the state? 

A, That is right, Mr. Mann, yes. 

Q. Would you agree with this, or perhaps 
I should ask you whether you agree with it: Are 


there any exceptions, are there any areas in which 
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you see need for the state to regulate transportation, 
and I am taking transportation in its widest sense 


rather than railways. 


Page 14033 follows 
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A. Yes, 1 see a need for regulation of 
maximum rates on captive traffic, as I have said many 
times, because with captive traffic very often the 
sky is not the limit, and at present the classification 
is the limit, which is about the same thing for many 
commodities moving. 

I see a need also for regulation of minimum 
rates, partly for the protection of the captive shipper 
and partly for the protection of the trucker, 

Q. Let us see whether we can put that into 
general form and we can particularize it later, ny 
think that will make it easier. 

Would you agree, then, that regulation might 
be necessary in order to afford the public protection 
against monopoly and to avoid destructive competition? 
Would those be the two poles? 

A, yes, that is right. 

Q. And is that what you have in mind... 

Ae That is what I have in mind, 

Q. . « « when you talk about maximum rates 
and minimum rates? 

A. That is right, Mr. Mann. 

Q. Now, Mr. Hughes, you had quite a dis- 
cussion -- I think everybody has discussed it with you 
so far -- about this value of the mmmodity that you 
seem to put as a primary consideration - ratemaking. 


After the barrage that you have been facing in the last 


few days are you still of the opinon that value of the 


commodity is the prime consideration in ratemaking, or 


ee ee ee, SBP os ? 
: y ; * - 
m O€ : 
Oi 7 “~~? ; : i ; 4 


F 
e ee ne 


, 7 > ea 
« 
egour a. ' 
7 - _ 7 
7 a 7 7 0 
: i nd a : 


| en ee ek a 
Vien Grea sved 1 ee «ot Tia svitgee’ fo ae = 


od? astto erey ea ae nat 
| MOLISol tassels sit sresiong: ‘ve bos .timtl ont ; te pe 
wane 02 RnnHy Ona SHO Shoda aE dod Siatt ¢ tar 
-anhvon site 

mumiakem to ndsetugen <O% ogis fieen 8 sea I : 
| Yegatila evidgso anv to noliseserg end to? Viirsg aotsr 


oe a 


-tenoua sot Yo nolsestorg en? s02 yitteq bos 


' 


# offt tadd toq nao sw werttery ses au tal eo 
| I motel vt osixsluotiang nse ow Sas ato? ferensg 
| ~tetess $f oven [ftw sacs walds 

Jegin nolisluger Iadt vient yestas voy Biuow 
hatiostore cifoug Sid brotte of rabt: al VIsss908n od 
YHokwiseqmon svidgourtaeb bfovs oF brs vlogonom saniags 
teelog-owt e432 8d egort biuow 

. ~Tdglt al-tant .wsy A 

. Dola of svad soy ¢etw. Sand et bea rs*) 

bats ot svep I gadw at vast . CA 

~s «&f 
Tesver muminim bas 

NOM 2M teeta ten? CA 


~2elb «2 ottup bad voy <eengul 1M we | lO 


eetvar niimixam tueda Wis vox nisriw . 


vliw tf besgusathb asil ‘ybodyrevs Miig? I «-- nolesus 

voy. Jedd ved tibbasiies dig WO Sulsv-etdd gyods -- as? oa 
-poblsasdet of aottershiasoo yremtag & es guq of mess 
fas! 809 ot gitest ceed syed ey tacd egentad edd rerta 
S03 lo sulay gadt montgo oft Yo [Livy uoY ote aysb wet 


7 


1° .anlismetsy af neltatebtanos suivya orf? ef ydtlhbommos 


. 
4 
4] 
| 


ne Hughes 14034 
(Mann ) 
has your belief in that been weakened? 

A. In fact, it has been strmgthened by 
what Mr. Sinclair said yesterday, He says it goes 
right through the rate structure -- the value of the 
commodity; and it was also pointed out that it didn't 
apply where there is a great deal of competition -- and 
an obvious example is in piggyback rates; and with 
the rest of the rate structure, especially in non- 
competitive groups, it goes all the way through and is 
one of the reasons why we need a change in rate-making 
philosophy. 

Qe It is your belief, then, that the 
Canadian Freight Classification, as we presently have 
it, is primarily based on value of the commodity, and 
that the other factors that enter into the assignment 
of a rate are secondary in importance? 

A. Yes; and there are many examples of that 
in the classification. 

Q. Well, I would like to read to you a 
citation of a case decided by the Board of Transport 
Commissioners, which goes by the unlikely name of 
Thermos Bottle Company vs. Canadian Freight Association - 
36 -C.R.C.,u page 115. The passage I want to read to 
you reads as follows: 

"The value of a commodity is an 
important one, although not a controlling 
element in the determination of classifi- 
cation rating, but very little weight can 


be attached to a comparison of the percentage 
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proportion of freight charged to the 

value of the commodity." 
That is the end of the quote, 

You see, there is the Board itself in this 
case saying that the value of the commodity is an 
important one, and then you will note the words"... 
although not a controlling element .. ." Now, I 
find it a little difficult to agree to having the value 
of the commodity put as a primary element in classifi- 
cation making when the Board itslf feels it is not the 
controlling one, 

Ad Well, as I say, you can take many examples 
out of the classification, There are iron and steel 
products and wire -- these are some particular examples 
that I have picked out -- and it goes all the way 
through; and in the light of what Mr. Edsforth said, 
he put it at the top of his list; and Mr. Stenason in 
his book -- I know it was applied to the United States -- 
but he talked about the value of the commodity pricing 
riddled right through the rate structure in the United 
States; and this is one of the main sicknesses of the 
railways. 

Q. But you say “value-of-commodity pricing.” 
I think the reference in the American publications is 
to "value-of-service pricing". 

A. This is what Mr. Stenason means in his 
book. He is talking about value-of-service pricing 
and he is meaning value-of-commodity pricing. 


Q. I don't think I can agree with you, if 
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you equate the two things. By your own recommendation 

there is the value of service and value of commodity? 

A. yes; I would put a definite distinction 
on it. But he says that value of service rate making 

as now practised -- and he is talking about value of 
commodity pricing -- value of service rate making is 
both unnecessary and undesirable. This is what he 
says, and he is, of course, talking from elements in 
the classification and throughout the rate structure, 

Q. And you think this reference only refers 
to the value of the commodity? 

A. Yess; this is quite plain from the readin 
of the book, 

Q. I just wanted to see whether you had 
changed your mind or were willing to modify your 
original statement. You still stand in the belief 
that value of commodity is the prime element in the 
assignment of a classification rating in the classifi- 
cation? 

aR yes; and my belief is strengthened by 
what Mr, Sinclair said yesterday. 


Q. Well, now, I don't intend to deal with 


Part 1 of your submission. I think it has been 


covered very adequately. Our discussion today will 


be entirely on Part 2. 
On page 5 at paragraph 11 you have a 
sentence: 
"No shipper will pay 4 higaer freight 


rate rn the service 1s worth to him," 
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Well, now, would you agree that he would be willing 
to pay more for the service if the value of the 
commodity is great because then the freight cost is 
a relatively small element of the selling price? 

A. This would be so assuming there was a 
monopoly for the transportation of that product, 

Q. Yes? 

A. Assuming there was a monopoly, as soon 
as we get a monopoly for the carriage of silk -- which 
is an item I have used frequently -- then the value of 
the commodity has no relation to the value of trans- 
portation service, 

Q. Now, coming to page 12, paragraph 46, 
you say there: 

"It is in the public interest that 

the transportation system of Canada be 

operated at the lowest possible cost, and 

this will be done by the shippers using 

the system if they are given free choice 

and if prices are based on costs," 

Now, am I right in reading this paragraph in this way, 
that when you talk about the transportation system of 
Canad you have in mind something that is much larger 
than the railways alone? 

A. yes. 


Q. You mean all carriers? 


A. yes. 


Q Then, do you have to come to the conclusio 


that the rates of all the carriers should be based on 
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cost? 

Ae Should reflect cost. 

Q. Yes; well, let me modify that -- should 
be cost-oriented? 

A, Yes, they should be cost-oriented, 

Q. Doés that mean, in the first instance, 
that the cost of all carriers must be ascertained by 
someone? 

A. No, it doesn't mean that, There must 
be -- let me put this a little better. If you have 
regulation of two forms of transportation, such as 
trucking and railways, if they are both regulated by, 
say, the federal government and there are companies with 
other modes of competition then somebody has to determin 
the true costs of each form of transportation, because 
they may not be telling the truth on it; there may be 
reasons for it. But if you have one that is unregulated|, 
such as the truckers, there is not the same reason for 
anybody to get to know their costs. Truckers are 
usually fairly small operators with very large variable 
costs, and they naturally work on a cost of service 
basis, providing that the railways would do the same 
thing. 

a You are familiar with Canadian Pacific and 
Mr. Sinclair's other subsidiaries. Would you call them 
very small? Take Smith, for instance? 

re Nog but, of course, they are operating in 
competition with a lot of small companies and very largel 


with private truckers -- which is the main competitor in 
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(Mann ) Si 
transportation in Canada, 

Q. But your objective, surely, is that we 
should try in transport -- at ieast, I gather this 
from what you said -= we should try in transport to 
arrive at a system which will lead to Optimum allocation 
of resources? 

A» yes. 

Q. Well, now, to the extent that earriers 
other than the railways -- non-regulated carriers -- 
are not basing their rates, or are not having a cost- 
oriented rate structure -- to that extent do you not 
have the possibility of having misallocation of resources? 

De That is quite true; but as soon ag the 
railways made their cost of service rate making with 
this competition then they have to follow suit. 

Q. Well, do you think it is fair for one 
mode of transportation to be forced into one mould, to 
be asked to behave according to one standard, and for 
another to be left entirely free? 

ee Do I think it is fair? Well, I am 
not really sure which point of view I am supposed to be 
speaking from, I do think it is falr. There is not 
the same necessity, if you are talking about trucking -- 
there is not the same necessity to reguiate truckers as 
vigorously as you have to do railroads. 

Q. Why? 


A. I don't see that truckers do have any 


eaptive traffic. 


Q Let us take an example. Well, it won't 


b> =< —_ 


Se 


‘J rovte, T tees! 38 -- soqenend st yrs Bivods 


ad af vas Sluesig ow ~+ Bhas voy tétw most 
"go OF bees, (ilw tolriw wedaye so ta Sviers 
faactuoRs: ‘to 
) ney aA 
+ -(atxe end .wor ,fisv $ 
‘teiugit-non +- ayswilss: odd Asd? wes 
7 14h IO ,#97eT sloend aitead Jon Sie 
1S3xe datz Gi «- wemaile Siar bednetto 
. iLeaiin acived to vdilidiaeca sat ‘svad 
d ber ST Sap ea eat ~A 
bi soivrse Yo debe abends ahex eyeul tan 
rr a eVed yer? rene nelsivegnas elrig 
: ‘ it doy. oh trew 10 
oe o'r  o8 of notia2togenart "fo sbhom 
' t ati hiooes Svened 6F Booles sd 
Sey? CLovlwne Piel sd oF senwons 
‘tr Eer +] f riats a af 
8 L weiv«l¢ Jefog solnty eta villas Jon 
‘in? ®f JL sibel? Ob I. mort gninasges 
6 aMtBul ° uay TP 2utisecsen emsie edgy 


wif 
+ % 


eae ,svidnstdo wwoy tu <o 


2TH! yl ineseed suée acid don al sxverts 


i 
shaotiio t 


Noirs s@ra Soe I nob I oA 


eS5QMORS MH ONG! sc gay” ip te ae 


-bbahes at cottstrog 


—?~ 


2) Svea uoy es YLlavorogty | 
ty =D 


obits? setvqgas | 


“ ANGUS, STONEHOUSE & CO. LTD. t a 
TORONTO. ONTARIO Hughe E 14040 
(Mann ) 


be an example, Let us take this hypothesis, that 
you have an abandonment successfully contested by the 
railways and the line ig being withdrawn -- the 
physical facilities have been abandoned, The people 
along that line are now entirely dependent on the road 
services, The provincial authority has only granted 
one franchise to one trucker over this route, Would 
you have a condition of functional monopoly there? 

A. Yes; as soon as you bring in entry- 
control then you do need maximum rate regulation, be- 
cause, in effect, you are giving a monopoly. 

we And if that were to happen in the Province 
of British Columbia where you do have entry-control 
you would then be driven to the conclusion that you 
should have some protection against monopoly pricing on 
this particular route? 

AY Yes 

Q. Then, if that is the case, would you 
advocate for that particular truck line a cost-oriented 


a 


structure as to rates? 


A. yes; because if it is not cost-oriented 
you will find the grocer goes and buys his own truck 


and hauls his own goods. 


Q. Let us take the other side of the philosophy 


that underlies this scheme -- the protection of the publi 


against destructive competition, or the protection of 
the carriers,for that matter, against destructive com- 


petition. 


Would a cost-oriented rate structure be better 
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suited to prevent destructiy= competition by the trucker 


than the value of service rate structure? 


> 


Ae I think so; and the reason is that I 
draw a distinction between value of service and other 
types of rate making; and there is nothing, in my 
Opinion, to prevent a value of service rate going down 
below out-of-pocket costs; and the value of service may 
be low because the trucking competition igs high and the 


railways could indulge in this predatory pricing, 


Q. Mr, Hughes, you have quoted in Part 2 of 
your brief several times the United States Department 
of Commerce study of March, 1960, entitled, "Federal 
Transportation Policy and Programme." I want to read 
you something from page 6 of that policy statement, 
under the heading of "federal Investment and User Charges, '' 
and I would like to find out whether you agree, in 
general, with what the United States Department of 
Commerce thinks should be dons in the United States and 
whether it has any application to Canada: 

"the government should evolve and 

keep current a comprehensive plan for its 

investment in all types of transport 

facilities. Within each type of facility, 

it should continue to develop adequate 

standards cf analysis to compare costs 

with benefits for each project. It should 

also devise standards by which to compare 

each primary area of investment ( high- 


ways, rivers and harbours, airways and 
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oa? aa Lyohe 
airports) with the others and with 
private transportation investment .so 
that investment decisions can be made 
upon similar tests of need and public 
advantage ..." 
This is the passage I want to direct your attention to 
particularly: 
"User charges should be imposed 
wherever transportation uses federal 
facilities. All groups of users should, 
as an ultimate goal, pay their fair 
share of operation and maintenance costs, 
as well as of new Federal investment 
and interest." 
Now, do you think that is a desirable thing in the 
Canadian context? 

A. Age a general policy I wouldn't think so, 
In the Canadian context we have areas -=- communities -- 
which, if they had to pay for the full cost of building 
a road -- they just wouldn't be there, 

In the Canadian geontext I don't think that it 
would be correct policy. 

Q. It would not be correct policy? 

A. No =-- to insist on user charges for all 
federally-owned facilities. 1 know a lot of small 
docks and harbours and roads which have to be there to 


keep the communities in existence; and this is in the 


- “~ 7 
interest of Canadians as 4 whole. 
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this "most popular recent textbook" on transportation, 
by Meyer et al. At page 265: 
"There can be little argument with 
the general principle that wherever pos- 
sible user cost pricing should be extended 
eventually to the public provision of 
transportation facilities, This does 
not mean that it should be extended 
immediately to new transportation indus- 
tries where its early application might 
stifle proper development. It does 
mean, though, that a great deal more 
time, attention and good research should 
be given to the problem of exactly how 
much it costs to provide certain 
transportation facilities and how much 
the users are currently contributing to 
defraying these costs. Such knowledge 


is now usually lacking." 


That follows pretty well what the Department of Commerce 
study shows. The reason I am putting this to you 

is this, that if you agree that it is generally desir- 
able, for the sake of optimum resources allocation, to 
have a rate structure for all carriers based on costs, 
well, then, it becomes imperative that the true cost 

of these carriers be ascertained? Would that be 
right? 


A With competing modes of transportation, 


yes. 
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Q. Their own costs? 

A. i said when the carriers are competing, 
But, you see, this is a situation where the railway 
is much more efficient to carry goods a long way; it 
is better than the trucks doing this. 

Q. How do you know whether... 
Tice Well, i am saying something hypothetical- 


ly now. 
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Q. Oh, yes. 

A. So that the railway under competition 
is going to get the goods; the goods are going on rail. 
Now, it is quite valid to subsidize the railway because 
it already has the goods, providing the traffic is 
not switching its mode of transportation. Then you 
still get proper allocation of resources in trans- 
portation, if you are subsidizing the one that is going 
to get the traffic anyway. 

Q. I don't think I quite follow you there, 


and I am sure it is not your fault. What I wanted to 


find at from you was this: if it is desirable to have 

a minimum resource outlay on transportation, I suppose 
it follows that the most efficient carrier will carry 

the commodities for which it is best suited? 

A. yes. 

Q. Well, somewhere elong the line one must 
find mo who the most efficient carrier is: how do you 
propose he be found -- by empirical experience -- 
empirical testing? 

As In competition I think the shipper would 
automatically find out. If there was competition, 
ee carriers would automatically gravitate towards 
coordination. The carrier with the lowest costs 
would tend to get the traffic, and the shipper could 
choose the best type of transportation from his own 
service requirements. 

Q. Let me put this hypothesis to you: 


supposing I have a situation where I give tremendous 
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operational subsidies, indirect subsidies, to the 
highway carriers, and I give no subsidy at all to the 
railways. Well, then, you say you rely on competition, 
but haven't you obscured the true cost situation as 
between the two carriers by loading one with a tremen- 
dous amount of subsidy, and allowing him, by virtue 
of that subsidy, to be a relatively low cost carrier? 

A. yes, but this is a very complex subject. 
You may actually, by subsidizing the motor carrier -- 
and you can see this in the air lines -- you may be 
fostering an infant industry. The eventual cost 
of thecarrier through subsidization now -- and we 
have seen it with TCA -- by subsidization he may 
eventually be the low-cost carrier, but in the long 
run you are obscuring the true economic coordination, 
The long-term interest is something else again. 

Q. When you have outgrown the infant 
industry stage and you are dealing with fully matured 
carriers, how does this subsidy situation look then? 

A. Well, you are obscuring the proper 
allocation of economic resources. You are mis- 
allocating resources, in other words. 

Q. So, it would be desirable to have some 
knowledge of the true costs of all carriers until this 
stage of equal maturity of all carriers? 

Bes If there is any subsidy programme for 
any of the carriers, then it is necessary for the 
| the costs of 


subsidizing body to have 4 knowledge of 


the carriers, yes. 
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Q. On page 16, paragraph 56, you have a 

discussion on variations in route costs, and you say: 
"On routes where rail costs are high 
but rates are low, traffic is attracted 

from relatively low-cost competitors, 

thus leading to economic waste," 

The example there, or the statement there, is in 
relation to intermodal competition only. Does it, 
in your opinion, also hold true on intramodal competition 

A. yes. 

Q. Mr. Sinclair, for instance, gave you -- 
and you will forgive my reference to the Atlantic 
provinces, but Mr. Sinclair gave you an example of the 
three lines through the maritimes which he has discussed 
pefore various commissions in the last ten or twelve 
years, and I think he left you with the impression that 
the C.P.R, short line through Maine would probably be 
the lowest cost of the three? 

A. yes, 

Q. In that case would you say that optimum 
resource allocation would require the routing of 
traffic between certain parts of the maritimes and 
central Canada over the C.P.R. line? 

his, yes. Again, it is complex because if 
you did that, the C.P.R. line would become congested 
and the out-of-pocket costs would probably rise above 
the costs of the other two carriers. 


Q. Supposing we had about 60 per cent 


excess capacity on that line? 
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aS Then my proposal would put the traffic 
on the C.P.R. This is not the proposal, but the 
minimum rate schedules would reflect that and the 
railways could do what they wanted above that. 

Q. In other words, what you are saying, 
then, is that your belief in competition, in the 
efficacy of competition, extends much further than 
competition between various modes of transportation; 
it extends also to much more intensive competition 
between the railways themselves? 

A. It does not recessarily follow as long 
as the high-cost line is recovering its out-of-pocket 
costs from the rates; then, there is no reason why 
the two railways should not be the same. 

Q. I understand that, and we will come back 
to that a little later. 

Mr. Hughes, we might come back to these 
other questions if we have any time left, but I want 
to give some consideration as to what would likely 
disappear under the British Columbia government's 
proposal for changes in the rate structure. Perhaps 
we might discuss that for a little while. Would you 
agree that under your proposal there would be no more 
class rates as ceilings for all traffic? 


AS That is right. 
Q@. Would you also agree that the designa- 


1 " 
tion of traffic as “commodity rated" or "competitive 


rated" would disappear as well? 


A. Yes. 
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Q. The reason for that would be, I suppose, 
that all rates on non-captive traffic are by definition 
competitive? 

Ae Yes, that is right, 

Q. I want to discuss the effect of your 
proposal on the long haul-short haul restrictions and 
the one-and-one-third rule, Would you agree that the 
long haul-short haul descriptions presently in the Act 
and one-and-one-third rule would automatically disappear 
with the adoption of the British Columbia proposal? 

A. I am aware of that, yes. 

Q. The reason would be that in competitive 
conditions which underlie the assumption of your 
division of traffic in the captive and non-captive -- 
all non-captive traffic is by definition competitive? 

A. Yes, 

Q. Then, being cost-oriented, the rates 
to intermediate points should reflect lower costs and 
result in lower rates. Hence, one would argue that 
the protection presently accorded the short haul 
intermediate traffic moving on class and commodity rates 
would disappear? 

A. yes 

Q. The next thing I suggest to you that is 
likely to disappear under your proposal would be 
equalization as a matter of policy, and the reason for 


that would be the costs may differ in special rate 


territories? 


A Not quite. Costs may differ on particula 
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routes, There may be high cost routes or low cost 

routes, but not in rate territories, because you can 

get both in rate territories, 

Q. With that qualification as between rate 
territories, equalization would no longer be defensible 
under your proposal? 

A. That is right. 

Qe Would it be right to say that unjust 
discrimination and undue preference with regard to rates 
on non-captive traffic would disappear? Let me suggest 
why that might be the case: if non-captive traffic is 
by definition competitive and cost considerations under- 
lie the allocation of traffic between carriers, can 
there be unjust discrimination or undue preference 
as long as the railway does not set a rate on non- 
captive traffic which is above long run out-of-pocket 
costs? 

a Above or below long run out-of-pocket 
costs? 

Q. yes 

A. I can still see the odd situation arising 
of undue preference and discrimination, and I would 
not like to see the provision taken out of the Act until 


it is seen just what is going to happen. Probably the 


regulators will become more cost-minded, but at present 


I would not take the provision out of the Act. 


Q This is merely a sort of cost attitude on 


your part, but would you agree that because of the 


system as a whole you don't really need that in the 
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long run, given due conditions, 

A. You don't really need it. It would be 
very difficult to bring a case of undue preference 
and discrimination because there would not be any. 

Q- In Britain there is no more undue dis- 
crimination? 

A. That is right. 

Q- Another thing that I suggest to you -- 
and I think Mr. Sinclair has covered it -- that would 
disappear under your rate structure is the experience 
we have today of branch line rates being on the same 
level as main line rates; that will disappear too? 

A. yes, there are different differentials 
for route costs. I must say that I am talking about 
the rate schedules will be different, not necessarily 
the rates. 

Q. Well, these different cost characteris- 
tics would likely require differential rate making for 
captive traffic and for non-captive traffic moving 
near long-run out-of-pocket costs on branch lines? 

A‘ yes, it could happen, depending on the 
cost structure. 

. Another thing that would vanish from the 
re that we have is the equality of 


present rate structu 


rates over different routes on captive and non-captive 


ptraffic moving at long run out-of-pocket costs. 


Would you agree that would be the case? 


A If they are both moving at long run out- 


of-pocket costs, then there would be no equality in 
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the rates, that is true, 

Q. The reason I thought they might disappear 
is this, that if captive traffic moves at the maximum 
rate of fully distributed costs on the cheaper of 
two competitive railways, the higher cost route cannot 
match the rate of the lower cost route, If non-captive 
traffic moves over the cheaper of two competitive routes, 
which is at the level of long run out-of-pocket costs, 
the higher cost route could not match the rate over the 
lower cost route, and this would probably lead to the 
reallocation of some traffic as between the railways 
which now moves between competitive points at the 
same rates? 

Ay This would be the case: there would be 
a reallocation of traffic, given the conditions that 
you postulate -- traffic moving at long run out-of- 
pocket costs. 

Q. One of the immediate consequences of that 
might be the need to amend Section 32 of the Transport 
Act with regard to joint participation in agreed charges 
by railways serving competitive points? 

A. I ean't really see this arising because 
-- well, unless I know what the costs are for agreed 
charge traffic. 

Q. That is understood. 


A, That would have to be assumed, 


Q yes. Another thing that I wondered 


whether it would disappear under your rate scheme would 


be the need of general revenue cases before the Board, 
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and the reason I am Suggesting this to you is as follows: 
approval or supervision by the Board will only be 
necessary for two kinds of rates: one, maximum rates on 
all traffic, and, two, maximum rates on captive 

traffic? 

A. Minimum rates, 

Q. I am sorry: minimum rates on all traffic 
and maximum rates on captive traffic? 

A. yes, general revenue cases before the 
Board would disappear. 

Q. Specific rates, while they are filed 
with the Board, will, under your system, be subject 
to challenge if they are above the minimum rates on 
all traffic and above the minimum but below the maximum 
on captive traffic? There will be no need for approval 
by the Board of specific rates? 

A. That is right, subject to the undue 
preference and discrimination that I should not like 
to see taken out of the Act. 

Q. That is a gradually disappearing thing, 
based on experience? 

A. Yes. 

Q. Would it be right to say that if the 
railways need more revenue, all they need to do is 
increase without Board approval rates in the non- 
captive category and/or those in the captive category 
which are below fully distributed costs? 
iw That is right. 


Qe you agree with that? 
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A. That is right, subject to filing and 
whatever other regulations there would be. 

Q. I want to explore with you what the 
area is for the Board's authority in regard to rates 
in case of the railways' need for increased revenues. 
Would you agree that the Board's authorization is only 
required when the railways want to increase their 
maxima on @ptive traffic, and in that case they must 
make a showing of increased costs? 

A. That is when it would be needed, yes. 

Q. But there is no need for the railways to 
apply for authority to increase their minimum cost 
schedules? These, I suggest to you, can be raised 
at the discretion of the carriers on anything? i 
can't quite understand why the railways need have 


authority to increase their rates above the minima? 


(Page 14060 follows) 
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Ue: If the railways' costs increase, then 
the minimum rate schedules should be increased not 
by authorization of the Board so much as by order 
of the Board. 

Q. Correct. In other words, the railways 
need not apply to the Board, but you think it is 
the Board's duty to keep itself informed as to little 
or long-run out-of-pocket costs of the railways? 

A. I certainly do, yes. 

Q. And if the Board finds, because of certain 
factors, the railways' long-run out-of-pocket costs 
have risen to some appreciable extent, then the Board 
would authorize an increase in the minimum rate 
schedule filed but not necessarily published? 

A. Yes. 

Q. That probably requires an extremely 
strong cost finding section of the Board or whatever 
cost section might deal with railway rates? 

A. Yes, it would need a strong cost finding 
section; but we have heard that’ the railways have 
quite a lot of costs, and I think control methods 
could be set up in the light of our present knowledge 

Q. Do you think the railways would be 
helped by the disappearance of general revenue cases? 

Fis I think so, yes. I am quite Sure they 


would be helped. They would be able to take full 


advantage of market conditions. 


Q. Are there other reasons that you might 


| eo am a 
6) 


| tre Sith tae "ae 5 
Lect ont aimee: sede at ; a een 
| at 1 ai? wo tot hell a9 09 tqce' tem, Beam 
| elddtf oc es bowretar Leatt qesx of ytub s'besed.. eat 
| Tevewitst ed to steeo Jedneq-To-tno nut-gael te | 
| «Bey .0b yintsdass I us 
aistias to exussed , tbat? bree adz tf bah 2 


if 
| 
| niaeo ee ee ‘us-anol 'eyewllas sft ,aretost 


bssod en? nedd .tasdxe eldatoexdge omen of sosia over 

| sisi auminiin sf? af eefeisat as oxtzedius bivew 

| _ ‘heatidug yLteseesoon Jon gud belt? atybdedos 
| e0Y A 
Yiemsisxs ms sextupet ylidederg sed? “2, 

is7938rw “0 buse® srig te molscon gnibnit teoo gnorde 

‘aovax Yewllex cittw tseh dtdgte nettoon teen 

antiaktt taoo aAotss 6 hesm Diuow Ji .esy A | 

| aved syewitss ent swe bused eved ew tud ;aottoese 

besten Lortnes ankdt I tae (adags to gol. s etiup 

jSahslwornl Ineeasitq tye YO Sight on at qe Jee ed - biveo 
5c bivow tyswiter. edé snidd voy of 2 

. Tossed suneyes Laxsitoy te sonsigegasetb edd vd beqiend 


yers save stigp ms I -.esy .eos webkad I A wi 


| ‘ivi est of olds ef bigew yout’ beqfed ed bivew 


-8noltJibao. Joxi1am te ne ee 
idaict voy Jed? anease1 rente siedd cs Bde Last 


ae tee 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Hughes 14061 
(Mann ) 


be able to suggest? 


A. In general revenue cases I think they 
will eventually come to a point of decreasing returns, 
which is, I think, happening now on the normal traffic. 
The percentages will go up and up and there will be 
a point when they can't do it any more: 

Q. What happens’ then? 

is Well, they will have to go out and test 
the market elasticities and go infor cost reduction, 
and they will have to get rid of their surpluses. 

A rate increase without any idea of selectivity would 
not do the railways any good and it would not do the 
captive shippers any good. 


Q. Supposing the railways were faced -- 


go back to the 17 per cent case -- with an extremely 
sizeable increase in their wage structure. Do you 
mean they go to the Board -- and you have read cases, 


decisions of the Board, and perhaps some proceedings 
before the Board, and one of the complaints, both 
in Canada and in the United States, by the railways 
is that there is a time lag between the time they apply 
for a rate and get the rate. Now, with the 
disappearance of the general revenue cases, do you 
think that the railways will be able to better ad just 
themselves? 

A. Yes. They could just file a tariff 


and increase their rates whenever they wanted to. 


There would not be any need fo#-a ump increase each 
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year; it will be an adjustment with the market going on 
all the time. 

Q. I have a list here, and it is by no 
means an exhaustive list. There is a point I would 
like very much to get your opinion on. Do you think 
that under your system there is any nace need for the 
requirements formula under the Board of Transport 
Commissioners? 

Be I can't see any need for the re- 
quirements formula if this scheme is adopted and if 
the captive traffic is subjected to rates which we 
would like to see under the cost of service, there 
would be no need for the railways' earnings to be 
limited by a requirements formula. 

Q. With this ease of adjustment to market 
conditions, the disappearance of going to the Board, 
the disappearance of the requirements formula, do 
you think that this would result, in the opinion of 
the province of British Columbia, in a more rationally 
located railway system and a railway system that would 
more readily adjust itself to the situation than is 
now the case? 

A. I am quite certain of that. 

Q. Why do you say that? 

A. Because we are going to get more 


competition, and the sooner regulation of the 


railways is adjusted to competitive positions instead 


of being based on the idea of railway monopoly, the 
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Sooner we get to that the better, providing we can 
sufficiently protect the captive traffic. 

THE CHAIRMAN : Iam afraid we can't allow 
Mr. Hughes to go unless we cut down on the questions. 
it is a great pity. 

MR. BRAZIER: It certainly is, and it is 
completely my fault. I knew that Commissioner Mann 
had some questions that he would want to ask. I had 
no idea that they were going to be as extensive as 
they proved to be, and, of course, last night Mr. 
Sinclair said he would be half an hour and we 
thought there would be ample time this morning and 
arrangements were made. 

MR. SINCLAIR: I might say before my friend 
starts that there is one point, seeing that British 
Columbia is here. I think it should be brought to 
the attention of the Commission that the railway 
owned by the province of British Columbia, the 
Pacific Eastern, has not adopted this concept of rate- 
making, and it is wholly within their control to 
experiment with it as they wish. 


THE CHAIRMAN: Just one or two questions, 


Mr. Hughes. 


BY THE CHAIRMAN: 


Q. Your whole scheme is predicated on the 


early disappearance of the branch lines? 


A I wouldn't say early disappearance, 
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but just as soon as possible, as soon as the railways 
can get round to looking at the costs on the lines, 
then the public interest is sufficiently protected, 
and then we would hope to see disappearance of 
all the low density branch lines, yes. 

Q. And this scheme is really predicated 
on that? 

i Well, under the factors, Mr. Chairman ; 
there are a lot of modernization factors which may 
actually bring down costs in other railway operations. 

Q. I am interested in knowing what the 
technique will be, say in the increase in cost for 
labour alone. Now, you have wiped out all revenues. 
Now, in whose judgment would rates be raised? 

A. The rates would be raised entirely in the 
railways' judgment. They could do exactly as any 
competitive business does; if their costs increase they 
can go out and reduce costs in other areas, or they coul 
increase tariffs selectively, and when wages go up in 
the railways we must not forget that the costs go up 
in the whole economy, and se the competitors costs will 
go up, and if the railways put their rates up, then 
the competitors would, ne. doubt, put theirs up, too -- 
at least some of them would. 


Q. You think that other competit ors' rates 


should be in sympathy with the railway rates? 


A. Yes. This is what has traditionally 


happened. 
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Q. But you wouldn't suggest regulation then? 

A. No. 

MR. BRAZIER: Mr. Chairman, I was just going 
to state to yourself and the members of the Commission 
that particularly the part 2 of our brief which we 
have put forward is rather novel, we appreciate that, 
and I am sure the Board is going to hear a great 
deal of further evidence, either supporting or 
criticising, and I am quite sure there will be a 
great deal of criticising of it before the hearings 
are completed, and we would welcome the opportunity, 
after the other parties have had their say as to 
criticism of it, of filing a further submission after 
the criticism, if that is necessary, so that Mr. 
Hughes would be available for further questioning. 

But it will be tested in the hearings of this 
Commission, and we will came forward not to simply 
defend our position but to attempt to explain the 
criticisms which are brought out. I think in that 
way it will serve a useful purpose for the consider- 
ations that the Commission will be giving to this 
brief. 

On that basis, therefore, I would like 
to formally move today that Canadian Pacific and Canadian 
National Beiicaes: be instructed to give to us the 


full cost study which they have made in respect to 


lumber. We know they have made it, they have given 


us the figures confidentially, and they can't say it | 
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is something that is going to take a great deal 
of time, and I formally make that motion to the 
Commission. 

MR. FRAWLEY: I would like, of course, to 
say with respect to that that I amon record, perhaps 
I was going to say longer than my friend Mr. Brazier, 
but that isn't important at all -- and I was goin 
to say that the people I have retained to find the 
cost and value of service have found it very 
difficult to explore the thing because the information 
was not available, and I would move, as Mr. Brazier, 
the Commission that there be made available to me 
and to the consultants I have retained cost information 
showing the relationship between revenue and cost of 
a wide variety of traffics which are in the Canadian 
freight rate structure. 

THE CHAIRMAN: Of course, I refer to the 
record of yesterday and what Mr. Hughes said in 
connection with his idea of what B.C's suggestion is 
in regard to the cost section. At page 13942: 

“THE CHAIRMAN: We have had lots of 

words on costs. As I understand Mr. 

Hughes he suggested a Costing Séction 

of the Board of Transport, did you not? 

THE WITNESS: Yes, sir. 

THE CHAIRMAN: And that it would cost 


and have the information there for its 


own information? 
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"THE WITNESS: For its own information, 
yes. 


THE CHAIRMAN:, Not for Mr. Brazier, Mr. 


Frawley or anybody else? 


THE WITNESS: That is right, sir." 


MR. FRAWLEY: Then I must choose to 
dissociate myself with that kind of hole-in.the-wall 
cost section which would be of no good to the 
shippers at all. 

THE CHAIRMAN: We will reserve on that. 

MR. BRAZIER: There was one point as to 
the members of the Advisory Committee. 

COMMISSIONER MANN: We have already got 
that. 

THE CHAIRMAN: We will adjourn until 
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---On resuming at 2.30 p.m. 


THE CHAIRMAN: Order, please, 

The Commission is most concerned with making 
headway and most concerned with getting some settlement 
to this very vexed question of costing; and the 
Commission is very concerned to get the information 
itself. 

To the end of shortening things up Mr. Cooper 
has been instructed by us, and he has met with the 
railways and he has been in touch also, this morning, 
with Mr. Mauro, and I may say that the railways 
reluctantly have more or less abandoned certain rights 
in cross-examination -- and lengthy c ross-examination 
-- in order to try to get some agreement. 

Now, the Commission has made a memorandum, 
which Mr. Cooper will now read, and this is what we plan 
on doing. 

MR, COOPER: The Commission has given care- 
ful consideration to the procedure which should be 
followed to expedite the dispositionof the submissions 
on costing matters to be presented by the provinces of 
Alberta and Manitoba and by United Grain Growers 
Limited and the Wheat Pools. 

The Commission is of the opinion that the 
submissions in these matters to be presented by the 
various cost experts retained should be referred to and 
dealt with by a meeting of such experts and those of 


the railways under the chairmanship of Dr. D. E. Armstron 
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after the evidence of such experts has been given in 
chief and before cross-examination thereon, 

This meeting will be held in Montreal, com- 
mencing on a date to be announced, and will be attended 
by the Commission as observers, No counsel will be 
present. 

At this meeting: -- 

(1) All submissions above referred to will be 
discussed; 

(2) Areas of agreement and disagreement will 
be determined and delineated; 

(3) Minutes of the proceedings will be taken 
and a report made by Dr. Armstrong to the Commission 
setting out the points of agreement and disagreement 
between the parties; 

(4) Opportunity for cross-examination of the 
cost experts for the provinces and the grain trade in 
public hearing will be afforded by the Commission on 
dates to be announced. However, cross-examination 
will be limited to the points of disagreement as report- 
ed to the Commission by Dr. Armstrong. 

The Commission wishes to make it clear to all 
concerned that the procedure here set out for dealing 
with this complicated and difficult area of its work 
has been arrived at with the objects of saving time and 
expense and of permitting the submissions to be developed 
by the experts unfettered in so far as possible by the 


difficulties of such development through the technique 


of cross-examination of technical witnesses in public 
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hearings. 

THE CHAIRMAN: And, Mr. Cooper, you have the 
further information as to the Montreal hearings. 

MR. COOPER: Yes. 

This is a schedule of hearings, July and 
September, 1960. 

Within the Peribonca Room, the Queen Elizabeth 
Hotel, July 4 to 6, the Government of the Province of 
Quebec. 

July 7 to 8, United Grain Growers. 

The remaining portion of the time to be spent 
in Montreal -- there being a total of two weeks -- to 
be occupied by such other evidence as may be ready for 
submission before the Commission at that time and which 
the Commission may determine, 

Within the Board of Transport Commissioners 
hearing room, Union Station, Ottawa: 

From September 12 to 30, commencement of 
hearings @ the provincial briefs in the following order: 

(1) Atlantic Provinces 

(2) Saskatchewan 

(3) Manitoba 

(4) Alberta 
These briefs are due to be filed with the Commission 
on August 15, 1960. 

Grain marketing organizations will follow 


the provinces. Submissions of the grain marketing 


organizations are due August 15, 1960. 


The Canadian National and Canadian Pacific 
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Railways willfollow the grain marketing organizations. 
Submissions from the railways are due September 15, 1960. 

THE CHAIRMAN: Now, Mr. Frawley, will it be 
possible for Dr. Borts to be in Montreal? 

MR, FRAWLEY: That is not only possible, that 
is expected. 

THE CHAIRMAN: Well, then, if that is so 
and if you have the Manitoba case ready for Montreal 
we will have it. 

MR, FRAWLEY: The Manitoba case? 

THE CHAIRMAN: I think that has been indicated). 
Is that right, Mr. Gobeil? 

COMMISSIONER GOBEIL: Not the whole case, but 
they might be ready to present part of their evidence 
in Montreal. 

MR. FRAWLEY: Manitoba? 

COMMISSIONER GOBEIL: Yes. 

MR. SINCLAIR: As I understand it, Dr. Borts 
will present evidence in chief, and whatever that 
evidence is will be discussed at the conference under 
the chairmanship of Dr. Armstrong... 

MR. FRAWLEY: No, no, 

MR. SINCLAIR: And whatever various disagree- 
ments there are in Dr. Borts' testimony I will be given 
an opportunity at a date... 


MR, FRAWLEY: As I understand it this is a 


suggestion. 
MR, SINCLAIR: Just a minute. 


THE CHAIRMAN: It is more than a suggestion, 
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we are ruling. We have got to get on with this busines 
some how. We have got to finish this Commission. 

MR. SINCLAIR: And you were asking me if that 
was all right, and my answer to you is that I would like 
to say that, after I get the areas of disagreement, I 
would like to have sufficient time from the date I get 
them to have an opportunity to analyse them. 

THE CHAIRMAN: We can cross that bridge 
when we come to it, Mr. Sinclair. 

COMMISSIONER GOBEIL: You mean that with the 
schedule given to counsel you wouldn't have sufficient 
time now -- from August 15 to September 15? 

MR. SINCLAIR: Well, I don't know when I am 
going to get the areas of disagreement memoranda. 

All I am saying is -- and I am quite sure the 
Commission will recognize this -- that I should have a 
little time, or a reasonable time, 

THE CHAIRMAN: Both you and Mr. Frawley shoul 
have a reasonable time. 

MR. FRAWLEY: I was going to ask Mr. Cooper to 
pe good enough to give me the sense of that memorandum 
now. The meeting of experts which would be under the 
chairmanship of Dr. Armstrong would be after what, 

Mr, Cooper? 

MR. COOPER: It would be after direct examina- 
tion of the costing experts retained by the provinces, 
the United Grain Growers and the Wheat Pools, After 
their evidence in chief is in and before any cross- 


examination this meeting would be held. The Commissic 
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has not had all the information to enable it to put a 
definite date on that meeting now -- among other things 
because it would depend, to some extent, on the 
availability of Dr. Armstrong, and, to some extent, on 
other matters, 

MR, SINCLAIR: I would take it, though, that 
it couldn't be later, in view of what you say, than 
the 15th of August, because all of the material will be 
in the hands of people by that time? 

THE CHAIRMAN: It will be assumed that it can 
be arranged. 

MR. SINCLAIR: But from what my friend 
Mr. Cooper has now said, Dr. Borts may appear in July 
to be examined in chief; Mr. Banks may not appear until 
October or November and be examined in chief, notwith- 
standing the fact that the material will have been 
available since August. 

This, to my mind, with greatest respect, is, 
I think, an unecessary delay in the matter, because 
this means that the material will all be there but it 
is not going to be looked at or dealt with by Dr. 
Armstrong until after it has been formally presented 
in the box, notwithstanding it has been filed with the 
Commission and, presumably, copies given to us. 

THE CHAIRMAN: Mr, Frawley, will Mr. Banks be 
ready? 

MR, FRAWLEY: Oh, well, that is a very, very 


difficult matter -- made difficult, as you know, by the 


fact that Exhibit 132 was filed, which sent him back to 
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Washington to rewrite his whole report. I would 
rather not say anything more than that. That isa 
very delicate subject -- the whole business. 

THE CHAIRMAN; You say, Mr. Frawley, that 


Dr. Borts will be ready. 
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MR, FRAWLEY: That is a different matter. 

I talked to Dr. Borts on the telephone the day before 
yesterday and again last night. He asked Mr. Stenason 
for certain information, and he had a telegram from Mr. 
Stenason saying that it was in the mail, but up to 
ten-thirty last night it had not arrived. He said 
after he had that material for a week he could begin 

to reproduce his memorandum, I would like to under- 
stand what happens then. He will presumably appear on 
the llth of July and will go into the box and put in 
his evidence in chief, and he will then be expected 

to subject himself to a conference of the experts. 

I may say that there is no reason why I should not tell 
you what happened on the telephone last night: he 
objected to that. He does not see any purpose in it. 
However, if the Commission is ruling on it, I have to 
look at it in a totally different way. 

This statement which Mr. Cooper read said 
this meeting would be held during the week commencing 
the llth of July. 

MR, COOPER: No; the statement I have just 
read, Mr. Chairman --- 

MR, FRAWLEY: Oh, it will be just "whenever" 
-- in other words, if Mr. Banks was ready, andas Mr. 
Sinclair said, supposing he was ready in Ottawa in the 
middle of September, just to take 4 date out of the air, 
then he would present himself in the box. His brief 
would be taken-- perhaps he would read it or it would 


be taken as read, and he would go into this conference 
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with Mr, Armstrong and the railway experts. Dr. 
Forts at that time is in London, which is completely 
unsatisfactory to me. These men have been retained 
together; these men are together as far as Manitoba 
and Alberta are concerned, and we are spending a lot 
of money to talk to them and to have them talk to 
each other. As far as we are concerned it is Banks 
and Borts -- not Banks by himself and then Borts 
some time in September. 

Now, I am not going to defy the Commission, 
I am going to take the Commission's ruling, and then 
take instructions. Mr. Borts comes up on the llth 
of July and then he goes into this conference with 
Dr. Armstrong and the other costing experts shortly 
after the llth of July. Well, Mr. Banks will not be 
ready on thellth of July, or anywhere near that time 
because of Exhibit No. 132. He comes up in, say, 
the middle of September and goes into the box and 
goes into the conference with Mr, Armstrong. Then 
Mr. Saunders does the same -- just those three people; 
there are no other cost experts to be called by the 
provinces or the UGG or the Wheat Pools. I don't 
know about Mr. Saunders, but it will be a piecemeal 


proposition. There will be several meetings of that 


Armstrong committee. 


THE CHAIRMAN: Well, the one thing is that 
we do not want people dragging their feet, and we have 


to get on with the job of finishing it up. 


MR. FRAWLEY: Well, Mr. Chairman, I think any 
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suggestion is worth a little questioning and criticism: 
just what would be gained by this meeting of the cost 
experts? 

THE CHAIRMAN: Well, if you can suggest 
anything better, we are concerned with getting the 
thing cleaned up. 

MR, FRAWLEY: But, as I understand it, it 
is the desire to have agreement that is important. 

THE CHAIRMAN: To eliminate disagreement. 

MR. FRAWLEY: Or, to ascertain the areas of 
disagreement, and the areas of disagreement would go 
on for cross-examination, How about the areas of 
agreement? Would there be --- 

THE CHAIRMAN: That would be an admission 
of facts. 

MR. FRAWLEY: Well, if there is an area of 
agreement, that is not going to be the subject of 
cross-examination whether we have the experts' confer- 
ence or not. 

THE CHAIRMAN: Well, if the parties can 
agree, that will be fine. 

MR, SINCLAIR: But, very obviously, to get 
agreement you have to get down and understand back and 
forth, and I must say, for myself, that I would find 
it time consuming and difficult to put questions to 
Dr. Borts in the field in which he is an expert -- the 


regression field -- and try to have you understand me. 


I won't say whether you would understand or not. You 


might understand Dr. Borts, but you may have difficulty 
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understanding me, when I am quite certain that Dr. 
Borts and Dr. Armstrong and some people with a black- 
board and a machine or a piece of paper can indicate 
among themselves in ten minutes what might take me 
two hours, and after I get finished say, "Now, I 
understand it. This does this and that". I do 
agree wholeheartedly that this technical material is 
better handled by what I term the conference method of 
experts and advice rather than the examination tech- 
nique, because it does not lend itself to that. 

MR, FRAWLEY: I am sure I will be pardoned 
for saying the perfectly obvious thing, that it is just 
all very well to come along with this idea now. After 
all, I didn't do anything very much in the nature of a high- 
brow cross-2xamination, but my colleague Mr. Mauro did, 
and why should Mr. Mauro have to cross-examine Mr. 
Stenason and Mr. Bandeen, and Mr. Sinclair not have to 
cross-examine Dr. Borts? If I may say so, and I 
am sure there is nothing sinister in this decision, it 
looks awfully much like changing the rules in the middle 
of the game. 

THE CHAIRMAN: Oh, no. 

MR, SINCLAIR: I would look forward to seeing 
whether I could do the job in this way, and the only 
way I will do it is by numbers -- one, two, three, four 
-- and if I make a mistake I will say, "Well, Mr. 


Chairman, I have made a4 mistake. Wipe it out and I 


will start over again." It is bound to be tedious. 


I would think I could give Dr. Borts maybe a little 


~10 353 alerrss stilup ms I aorw .6m anibas 


~tosid 6 Adtiw elqoeq emos ire gnortemrA .40 base ai 10m 
sivoibal cao teqgaq Yo soetq 2 10 sntdoam 2 bas Braod 
ot S87 thylm satw eetunia ast at sevicened? gnome 


T wou" yes Dedaint? tog I 19735 bas .dtiod ows 


a 7 i a. 


ob I ."dsed Dew atdd ee0b stat lét basterebrn 
al fainezem L[actndoes eltad tanz -vibesasetielodw setss 


io Bengem sonetoldes Sid @re¢ I dadw yd belbnaed tedsed 


a ioe ee 


“98% sotisnimsxs oi? nedt sediex sotvbsa bas etieqxe 
-J6ns of Ifsesk Buel yon asob #f eavaced .eupin 

heacbtsg od [fiw i sive as I :YSIWANY . 5M 
| geut, af gf san? asus avolvdp ylsovlireg sad yoltyse 702 
limeetA -won sebl eldt sidtw goofs omoo o8 Ilow yrév Efe 
-feiii g Io etuese said at dei Gant galdtyas ob t'abtbh I: fie 


: 


.HLb o1weM ..M segseifoo wm gud ,soltanimaxe -b4015 word 


-OM solesx9-eseots of sven OtsAM-.aM BIvode vow bas 
| ov Sve Jom itefomi® .°M Bas .mesbrsd .4M bas ‘dosedede 
I bes ,oe Yee yam I 21 festroR .td sofmexs-eeots 
fi ,moltealtosh atdd al wdelats agnidton aft strode s+ila ms 
Sibdim sad at aaluy edd golagédo sxtl doum yfiutws easool 
-5msg SAt To 

on .80 - MAMATAHD SHT 

gotese oF Hiswrol wool hiveow I  <sHIAIOUIa .AM 
vino ont bane . yew Slide at Sol siz ob blyoo I +endortw 


WOT ,8STds .OWs 940 ~~ arsdmun yd at JI ob Liiw I yew 


-14 .few" .yse Iftw I sostalm s exam I Tt bas << 

I Bae tuo 2f eqiW -Sis%aln Bb ae evad I , Maarrt Bid 
-wolbet sd of bawod ef ¢1 "nhags evo dude Ifthe 
SI92LI 8 edyan ef108 .10 avis bios Tt sated ptyew t ‘ 


A> 


ee 


a 


aor 7 BF > 


oh ra ¢ 


1b 


7 


ea 
7s 


a 


: 


~ 


amp eam 14081 
rougher jime in the witness box than he would have 

explaining his material to a group of experts. It 
may not be that the facts would get out -- and I think 
that is what the Commission is looking for -- and 
so far as this costing is concerned, the C.P.R. is 
anxious to learn any improvement in techniques that 
we can learn, and if Dr. Borts can show Canadian 
Pacific a better way of getting costs, a more refined 
way, a more accurate way, we are glad to have it, 

THE CHAIRMAN: Well, as a matter of fact, thi 
idea was not yours. 

MR. SINCLAIR: I might have had an advantage, 
but it would be the advantage of getting out the facts. 
I think there is too much at stake in this costing, 
and in the determination of the true costs of handling 
grain in western Canada to export positions, to think 
other than this is the best way of getting at it. if 
we can't agree in the expert field, that is a different 
matter, 

MR, FRAWLEY: Why the hit-and-miss type of 
examination for us, and the perfectionist type for 
Mr, Sinclair? 

MR. SINCLAIR: You see, Mr. Chairman, from 
September on our people were available and numerous 
meetings were héld with these experts -- Dr. Borts, 
Mr, Banks, Mr. Saunders -- and I had a stack of 


specific questions and answers. All our regression 


methods were shown to them. No doubt they have run 


them and tested them. No doubt in view of the 
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questions put, most of them were aceepted -- or, I must 
assume they were until I see something to the contrary. 
But, I must start on the other assumption, that until 
we can see what Mr. Borts and Mr. Banks --- 

THE CHAIRMAN: Well, the date is to be 
arranged,and we just want action, and that is the 


ruling. 


Now, in Montreal, we will have Quebec, UGG, 
Dr. Borts and Mr. Stenason,. 

COMMISSIONER GOBEIL: Mr. Frawley, I would 
like to ask you a question on the remarks that you 
have just made, and I will have the same question for 
Mr. Sinclair. Do your remarks imply that Alberta 
will not be prepared to present the submission, as 
ruled, on August 15th? 

MR. FRAWLEY: No. Dr. Banks! report? 

COMMISSIONER GOBEIL: No, no; the province? 
Your remarks as stated don't mean that Alberta will 
arrive on August the 15th and say, "We cannot present 
our brief", do they? 

MR, FRAWLEY: No, no, 

COMMISSIONER GOBEIL: The brief will be 
there on August 15th? 

MR, FRAWLEY: Oh, yes, always excepting Mr. 
Banks. I don't know what is involved with Mr. Banks 
in redoing his whole prief, but if you are asking me 
about the other brief, which is not related to the 
Crow's Nest Pass matter at all, they will all be 


filed by the 15th of August. 
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THE CHAIRMAN: The only thing is, we want the 
hearings closed some time, 

MR, SINCLAIR: I take it the Commission is 
ruling --- 

COMMISSIONER COBEIL: Excuse me, Mr. Sinclair, 
In your case it is the same thing: I am not interested 
in the costing study, but the C.P.R. submission -- you 
are not implying it would not be ready for September 
15th? 

MR. SINCLAIR: No, Commissioner Gobeil. st 
understood it was the ruling of the Commission that 
all material for everyone, other than the railways 
was August 15th, and the railways' case was September 
the 15th. That was the ruling, and we just have to 
live with it, and we accept it, of course. 

MR, FRAWLEY: I would not want any mis- 
apprehension about Mr. Banks and his Crow's Nest Pass 
grain cost study. All I know is, at very great 
expense to us, he had to re-do his whole brief, and 
I know he was working on it; he has been working on 
it since November, and because of the new numbers he 
got out of Exhibit 132, he has had to re-do that 
brief. 

THE CHAIRMAN: We will recess for fifteen 


minutes and perhaps counsel can clear off the record 


any misconception. 


---Short recess. 


THE CHAIRMAN: Have you anything further to 
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report, Mr. Cooper? 

MR. COOPER: No, I have nothing further to 
report. 

THE CHAIRMAN: Well, the Commission has made 
its rulings, and we will adjourn to Montreal on July 4th, 


in the Queen Elizabeth Hotel at ten o'clock. 


---Adjournment., 
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